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Dk. Ge. Ge. BROWN, having 
been recalled, examined by Mr. Frawley, said: 

Q Dr. Brown, now before we proceed is any further 
evidence, particularly on the natter of refining, have 
you any further statement to siake with respect to the 
matters we were discussing yesterday, the price of 
Grude oil and the things arising out of that? 

A Yes I should. 

MR. PLOTKINS: Before we go ahead, I 


have perhaps two more questions I would like to ask Dr. 


Brown. 
THs CHALTRiAN: PEP SY Ve hte 
Q Mn. PLOTKINS: In your review yesterday, 


Doctor, you mentioned that the present price was ar- 
rived at by the sound judgment of the men interested---- 
MR» FRAWLEY: Dr. Brown is, if I may say 
so 42 Mr. Plotkins will excuse me, it is just when to 
do things. Dr. Brown has some explanatory statement tn 
make with respect to his evidence yesterday and I think 


we might finish that and then Mr. Plotkins could resume. 


THit CHA LAN ; Any objection to that, ir. 
Plotkins? 
MRe PLOTKINS: No. 

Q MR. FRAWLEY: ALL) wLeng,” Dr Brown? 


A Apparently I did not make myself quite clear to at 
least, some of the reporters who were present yesterday 
because I find in the paper statements attributed to me 
which I do not believe I made in the record and which I 


Gertainly did not intend. to make and furthermore there 
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are quotations put in my mouth which I am unable to 
find in the record and the title or the headline of 
an article appearing on the first page of the second 
section of the Herald is a conclusion which is entirely 
not mine and in going through the record I believe that 
a brief inspection will make clear what I had in mind 
and show that those statements in the paper cannot be 
attributed to me. 
On page 14,061 of the 
mnecord I made the statement at the bottom of the page: 
"At the present time, 'this is in answer to a 
question, * 
"At the present time, yes, because I do not believe 
"the possible production from these fields is suf- 
"ficient to justify at the present seeking a market 
Nas might be sought if the production were 75,000 
“barrels a day. I do not believe the actual pro- 
"ducticn in here is much over 20 or 25 thousand. 
Te eae he 
I was unable to confirm 
that figure yesterday in this room but last evening and 
this morning I find that the actual production is 26,000 
barrels as compared with my figure yesterday of 20 to 2d 
thousand barrels and I indicated that at the present time 
it would be impossible to supply a market that might ¥e- 
quire 75,000 barrels per day; that is what I meant to say 
at the bottom of page 14,0601 and I find that the present 
potential through a one-inch choke is something under 


60,000 barrels per day. 


On the next page upon further 
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questioning regarding the amount of oil which might be 
produced from this field I stated; 
"T am speaking now outside of my field. But I 
"believe from what I have been told and from my 
"observation that the economic amount of oil that 
"ean be produced from these fields is not very 
"much in excess of 25,000 barrels a day." 

At that time we were dis- 
cussing the economics of marketing crude oil and I usea 
the phrase "fhe economic amount of oil that can be pro- 
duced from these fields", taking into consideration the 
economic amount of oil which could be sold and it isa 
certainly not economical to produce more oil than can be 
sold, and that statement should be interpreted and was 
intended to mean that it was not economical at the 
present time to produce more than 25,000 barrels per day 
for the reason that more than 25,000 barrels per day at 
the present time cannot be marketed without taking a 
very severe cut in price, which I consider to be un- 
economical. 

Now under those conditions 
the next sentence states on page 14,062: 

"Tf that is the case then it would be very foolish 
"to try and seek a market that would require a 
“production of 50 to 60 thousand barrels a day to 
“supply.” 

Neaning of course that at 
the present time as being une conomical to seek such a 
market because there are available At sufficient means 


of bringing that oil to the market. 
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Now based on those state- 
ments, apparently someone jumped to the conelusion, which 
I tried to make clear yesterday, was not mine, that it 
would bs foolish to seek nore efficient means of tran- 
sportation. I tried to state yesterday many times that I 
thought it was foolish to try to expand the present market 
of Turner Valley crude on the sole consideration of a 
price cut but that it was perfectly sound to try to ex- 
pand on the basis of more economic transportation. 

iow that conclusion is mine 
and I wish to have that perfectly clear, that the state- 
ment in the paper is not mine and is contrary to my own 
belief. 

In order to amplify those 
statements this morning, at a meeting of the Conservation 
Board, all of the members present, I discussed the pos- 
sible quantity of oil that nieihe Ue produced without undue 
waste and £ nave a statement from iire Knode, as the state- 
ment from the Boaré, that he and the Board recommended 
that as of June 1939 in their opinion the field could 
produce 35,000 barrels per day without undue waste; that 
is as of Jume 1939 and because there have been some lé 
wells brought in since that time it would appear that that 
figure now night be somewhat increased. 

Wow one other thing I would 
like to discuss briefly and that has to do with the ef 


1 BLS) AM em ra a 
Q MAJOR LIPSETT;: Before you pass from that, 
Dr. Brown, and just to clear up about the pipeline, I 


took your evidence and I would be glad to know that it is 
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correot, as meaning that i2 there were,69,000 barrels or 
50.000 barrels in addition to tne present market, that 
then in your opinion it would be sound to get after 
pessible capital for a pipeline? 

A No, I go a little further than that. It is sound now 
to try to get the capital but whether or not it is 
sound now to invest the capital I am not now prepared to 
state; if there were 40,000 barrels available over the 
oil eae aed tO supply the Prairis Provinees, then it 
would not only be sound to try to get the capital but in 
my Opinion it would then be sound to actually invest the 
capital; in other words it seems to me that that would 
absolutely prove the casee In the meantime it is a case 
of opinion and business judgment. 

Q If you got the 45,000 barrels per day, or increased as it 
has since June, if you got that up then tc 60,000 barrels 
€é day in your opinion it would be good business to pro- 
mote a pipeline and keep wider markets on that reduced 
transportation charges? 

A Yes, providing of course that at that rate of production 
the life of the field would be sufficient to amortize the 
pipeline an@ I believe it certainly would. 

Q Well I gather that that period of amortization, from the 
American experience, would be approximately lé@ to 14 years? 

A That would seem a reasonable figure, yes. 

Q Thank you? 

Now another point which was discussed yesterday and on 
which I was not thoroughly prepared,-although I did not 
hesitate to speak my opinions,~was what would happen to 


the present producers in the Turner Valley field during 
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tne period in which those wells are drilled, so as to 

put the field in the position of being able to produce 
Bome 50,000 barrels per day without undue waste and I 
stated that it was my opinion that no hardships would 

be brought upon the small producer because of the fact 
that he would be allowed under the present pro-ration 
formula, under the Board, to produce sufficiamt oil to 
reimburse him fully for all of his out-of-pocket 

expenses and in no case in my opinion would the producer 
be forced out of the field if the field were continued to 
be developed under the present pro-ration plan and last 
evening I was provided through the courtesy of Mr. Cottle 
with a list of ail of the wells producing as of October 
llth, 1939, and he helped me in computing. or rather I 
Should say computed for me the allowable production of a 
number of those wells on the assumption that sufficient 
additional wells were brougnt in so as to bring the total 
potential as currently determined to 100.000 barrels per 
day, at which time the approximate daily allowable on the 
basis of the present waste would be some 50,000 barrels 
per day and it would indicate that 50,000 barrels per day 
or more could then be produced with the same, approximately 
the sume gas~oil ratio, or with the same degree of waste 
as is now in effect in the field when producing 26,000 
barrels per day and throughout that entire period during 
which this field would be driiled te a production of 
100,000 barrels per day, the application of the present 
pro=-ration sehedule would in no case force any single oil 
well into a limited production that would preyent that 


operator from receiving sufficient cash to continue 
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Operating the well and with some profit left over. 

The lowest producing well, 
according to this schedule, is Model No. &, which has a 
present daily allowable of 18 barrels a day; that 
indicates that the coss of producing oil in these wells 
in the aggregate certainly could not be more than about 
g*2O per day, probably somewhat less than that, that is 
the actual out-of-pocket expense of producing the well, 
must be something less than 20 a day. 


MRe FRAWLEY: Why do you say that? 


im) 


A Well this well is only producing 18 barrels per day and 

at 18 barrels per day at the field price of §1.20 it 

figures out at ¢21.60 or thereabouts; therefore certainly 

it is not costing that producer more than {£21.60 per day 

out-of-pocket expenses to bring his cil to the surface and 

because these wells are ail on flow and the cost of bring- 

ihe the oil to the surface is practically constant per 

weil loeo= 

THH CHALRMA N: Why does that follow; we 

have heard people running at a loss and hoping for the 

best in the future. before now? 

A Now there is a differcnes between loss and out-of-pocket 
expenditure; in order to get this well into the ground 
I imagine that certainly $150,000 or more may have been 
expended; now to operate that well at a profit the money 
that he must, the money that the operator must receive 
must be sufficient first of all to reimburse him for the 
out-of-pocket expenditure in the ectual daily production 
of that well; secondly it should reimburse him for the 


investment which he has in the well. However, if the 
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amount of oil which he gets from the well or the money 
which he receives from the oil which is sold is in- 
sufficient to reimburse him for the investment which he 
has made, he is taking a loss but the well will be op- 
erated continuously so long as the money received from 
the sale of oil is equal to or greater than the out-of- 
pocket expenses incurred in producing that well. 

Q In the statement you make you are assuming thut nobody 
would run for any long period of time with an operating 
loss? 

A No, not certainly a well of this kind which is rather an 
old well and already probably paid out, so this Model 2 
is a well with the lowest daily allowable, it is produc- 
ing 18 barrels a day. 


How do you account for there being, people being so ready 


£ 
ay 


to forget capital investment and the amortization, and 
the amount put into the well,-is it because the public has 
paid that? 

A If EF understand you, you mean, how do I explain for the 
fact that other men are willing to come in and sink 
their soney for new wells» 

q, You say, as I appreciate your last bit of evidence, it is 
not astonishing to you that people mig ht be willing to 
continue to operate a well which is producing no return 
upon capital and which does not satisfy the requirements 
of any proper atiortization scheme? 

A YeBe 

Q So long as the amount of oil coming out of the ground is 


enough to pay the operating expenses? 
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A That is right. 
Q Why? 
A Why woald they do that. 
Q, Yes? 


A Well because if they shut down the well and do not sell 
any oil it is a total loss. 

Q Yer? 

A If they continue to operate the well and make 50 cents 
per day over the out-of-pocket operating expenses they 
are making 50 cents a day on that basis and they are 
getting a little of their money back even although an 
insignificant amount but if the operating cost is $20 
a day and they are getting $21.60 back, they are ahead 
in cash gle60 so if they shut down that well they are 
out that (1.60 a day. 

Q So long as the property operates, and the capital is 
gone anyway? 

A Yese 

a Aah right? 

A Now this Model © well which is producing 18 barrels 
per day under the daily allowable would still be allowed 
to continue to produce 18 barrels per day throughout the 
entire period that this increased drilling might be 
Garried°*on inthe field; there would be no further Sug 
tailment of that well. That is the smallest producer 
in the entire field and in no case, in no well, would 
the daily allowable be decreased to less than 25 barrels 
per day for any other well in the field, even the most 

inefficient and the one with the highest gas-oil ratio; 
therefore it is clear from the application of the present 


pro-ration schedule to the Turner Valley field that no 
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Single producer would be pro-rated below or even down to 
his daily operating cost on the basis of the allowable 
that would be applied during this period and at the 
price of crude equal to what it now is. 


If however, the price of 


crude should decréase then some of the operators 


might then find themselves in the position of having 


such &@ small cash return that it would not equal their 
out-of-pocket expenses but that same condition would also 
exist even although the wells were closed in and no 
further drilling allowed; that is a separate consideration 
which depends solely upon the price of crude, so it is my 
firm conviction now, after I have had a chance to stuiy 
it, that if this field is developed with additional 
drilling of scme 60 or 80 wells, so as to bring the 
potential to some figure in excess of 100,000 barrels 

per day. that there will be no hardship on the in+= 
dividual prasent producers; that is at all out of line 
with what should be experienced in the normal develop- 
ment of any field and in no case would any single pro- 
ducer be forced out of his property or be forced to take 
an operating loss due to that development of the field. 
MAJ OR LIPSETT: Have you considered at all, 
Dre Brown, whether there would be any relief to the very 
small producer by some system that the Gonservation Board 
thought well of, under which the small wells would get 
rather larger daily allowables than their correct average? 
That is what results now from the application of the 


present pro-ration gchedule; that schedule is already in 


, 
- 4 
ee 5 
Rae as 


Be | 
Baa | oP 5 . 
= 4 = 
cus - i 
; = é 
i “ ome 
‘= pera = C 
i 2 : 2 
’ " z 
4 < 
Sel we ej : q 
2 * . 
ed 3 eat tee 
% zs ‘ 


ALS 


aay 


Aas 
tu 


bre Ge G. Brown 


et eS 


A 


wa) 


- 14,168 - 


effect and I have tried to indicate that on this 18 
barrel well there is no reduction, none whatsoever, 
But is it producing at its. full capacity? 

That particular well is I believe. 

I gee? 

So there is a well producing at its full capacity. Am 
LP COrrect in phat» 

nite COTTLE: Yes. 

WITNESS: There is a well which is 
producing at its full capacity and would not be pro- 
rated elther under present conditions or during this 
period where the additional drilling takes place. 

That is not really of much help then because that is a 
well that your new scheme would make no difference to 
at all? 

We will take some other weils, I have been through the 
whole lot of them. 


What I was thinking of<«+- 

Excuse me, may I refer to Anglo-Canadian No» 1 which at 
the present time has a daiiy allowable of 250 barrels 
per day; during this period where the drilling is tak- 
ing place to develov the field the pro-ration allowable, 
the allowable, daily production of that well will be 
gradually decreased to a figure which is somewhat in 
excess of 165 barrels per day by the time the field has 
a ‘potential of 100,000 barrels pér day, butit) deesti ll 


promrated back to a possible production of 26,000 barrels. 


(Page 14,169 follows) 
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Now there is Anglo-Cenedian number one which well will 
be pro-rated down but it is a relatively large well 
compered to what we have been previously discussing 

and certeinly that well pro-rated to 160 barrels 

thet could certainly pay its expenses when these other 
wells ere producing 13 barrels will now meet theirs. 

But I wes thinking more of the general principle. Say 
gmetae @eee Of wells with forty or fifty or sixty ber= 
rels there would be some minimum fixed so as to avoid 
putting out of preduction the small wells. Have you 
anysexperience or thet ap alle? 

My conclusion is based upon computations of the actual 
application of the present pro~ration schedule and that 
vay very factor “thet you have in*’mind “is: in force now. 
According to the pro-ration schedule none of ' these wells 
will be pro-rated down eo thet they cennot continue oper- 
eting profitably. 

THE CHAIRMAN: Theo iS proriveciy et 
eighteen dollars a dey. 
“profitebly On -arcesh Out OF pockst expense’ bdasisy I am 
Noy Considering the cost of drilitne the well. In other 
words =shey will not be forced out of” business: “Their 
property will not be teken away from them because they 
can continue opereting and meeting their operating ex- 
pense and also they should heve something left over to 
pay up on their investment. 
MRS OP RAW ES § In your opinion what is 
the extent in months or years Of this intervening 
period? 

iG els “depends on how rapidly drilVing is carried 
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Ga. Gee Brown een ae 
was between May and October of this yeer it will take 
approximately twenty months to develop a potential of 

one hundred thousend barrels, assuming the new wells that 
come in are as good as the averege of the wells brought 

in between Mey and Cctober. 

THE CHATRMAN : Is that also having regard 
to other wells not providing so much oil as they get 
Older? 

You meen the decline? 

yosy 

As far es we can teke these factors into ‘consideration 

au tietiime kt stock it fon this, E would ‘say ves ?i) am 
giving ebout twenty months. Thet would require ,62 to 

60 Wells 4 Would "be “indicated as required To Inerease 

the potentiel under the present basis of determining 
potential to approximately one hundred thousand barrels 
per day. 

MR. FRAWLSY: Taat is all you have to say 
CMmetnety: Sibject? 

T think thet amplifies what I said yesterday when I did 
not hevs the information at my disposal. 

MEAs -PLOTKENS:! | In regard to the lest state- 
ment you Mmede Docter, 1s it your opinion thet after drill- 
ing these sixty-five wells end we have a potential suffic- 
tent to justify the investment in this pipeline that you 
feel that there is enough reserves as well as potentiel 

to teke care of the investment. 

T have not considered reserves st all. I am not prepared 
to answer that now. 

So that besides having potentiel we must have also enough 


reserve before we cen interest capital? 
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A That is correct. 
a Have you considered then as the wells are drilled and under 


present conditions thet the oil is contracted to two 
companies exd that ‘in the case of one company they have oil 
somewhere else that they might not wish to encourage the 
construction of a pipeline by some other company and if 

the pipeline was constructed there would be no oil to 


carry through it? 


db I think thet would make no difference in my statemsnt. 
Q team! justveasking you. 
A I am speaking of the principles of economics as applied 


Poe thus Tlieiide yl em not considering any applicetion, of 
monopoly, special Government regulations or any other 
outside factor which might be introduced to upset the 
economic laws and the applicetion of economic principles. 
Q So thet you are not taking into considerétion the facts 


eas they exist? 


A i. Qui 

Q Dealing with economics only? 

A mn Chekineepmio,eccount the Dacts as they exist. 

Q The facts; insofar as potential production? 

A No Sir, the facts as they exist st the present time regard- 


ing production and marketing of the ecrude and refining of 
tie jenude:.vand insofar as I have considered them the facts 


in the marketing of the finished products. 


2 Are not the facts that.the crude is already owned and under 
cOmpraciwithite) majority of the crude to one company? 

A i Ximeeine test of athuls (because most of 1% Gs igoing to 
thet compeny. 

& Now that pipeline we visualize would then have to have 


crude carried through it belonging to that one company? 
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A Tt do not know, 
Q It is self evident no one slse is going to invest money 


in a pipeline if there is no crude available. 

A I do not know who is going to drill these sixty-five wells. 
I do not know where they are going to be drilled. I do 
not know where the oil is going to come in. I do not 
know who is going to own it. I cannot assume conditions 
that do not now exist and then give you a definite answer. 


Yesterday you mentioned that the present price was the 


aD 


result of scund judgment. Do you recall or do you know 
thet in the evidence before this Commission originally 

where the fixing of the price was sometime in. 1958, in 
January and was at the time when Cutbank was $1.40 with 
the same conditions existing here. Can you tell us how 
you cen -ereconcile' the two prices. One dollar forty and 
the same pipeline price in Turner Valley and crude at 
£1.10 in Cutbank end the same pipeline price in Turner 
Valley . 

A IT am facing the conditions es they now exist and the 
PLLCE! OT Cut bank CBU Sh sino ela ela eirS ah, LO ar 
you wish me to figure the approximate economic value 
of Turner, Vaitey crude if Cutbank were $1.40, and if Cut- 
bank at thet price were in dynamic equilibrium, economic 
equilibrium with the other crudes I can do so. 


Tite Ss note pre question Doctor. It is a Tact ‘that ‘at the 


&o 


time the present pipeline price was made in Turner Valley 
by the Royalite Oil Company or the Imperial Oil Company, 
it has not changed since the 5th of January 1958, the 
price wes then in Cutbenk 41.40 and you come here and 

you say thet the present price was arrived at and you 


advised the Commission so, by men in the Industry thet 
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Dri Ge Ge. Brown 
were competent to weigh end judge all the facts and it 
addec up to |;1.20 or 31.194, your own figure, based on 
£1.10 in Cutbenk. I would like to have your explanetion 
of these two conditions or these two prices in Cutbank 
and only-one price nerée. Yet you say they ust be in 
dynamic balance, economic balance, the two fields at 

all times? 

I heve no explenetion to offer because I have not com- 
puted what the price of Turner Valley crude should be 
when Cutbank is #1.40. I have not studied that situation 
at all. 
YGUPWould estimate it) would-be higher than the present 
DIOLS? 
Yes under the conditions thet I heave mentioned and assum- 
ing Turner Valley crude is supplied in relatively the 
seme quantity to the same refineries. 

Is it not better to say thet the present price has remained, 
thatele the price of Jenuary Sth, 1938) posted by the 
Imperiel Oil, has remained constant because of changing 
conditions apart from the equilibrium that we are trying 


to establish between Cutbeank and Turner Valley? 
I cannot answer that question. I am not prepeted to discuss 
limoeceuseel heave not Gongidered the price of) ¢rude cin 
Januery 1938 nor how it was errived et. 

Then “is it} your considsred opinion’ that no other matter, 

no other fectors are taken into consideration but just 

thet one factor putting the two crudes in balance econ- 
omiceslly. The gquection of development, the question 

of desirability of drilling or of curtailing development 

do not enter into the picture at all? 


Tehavetconsidsred ell those fectors and I heve held forth 
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on them for some hours yesterday as to whether or not it 
was sconomic to try and widen the merket for Turner Valley 
under present conditions. 

And you'do not think the reason the price of crude hes 

not changed is because of those factors, those surround- 

ing factors?gq 

htew etre do not volLlow you now, ..I tried to explain 

the basis upon which I think the price of crude should 

be determined and the basis upon which it wilL.ultimate- 

Ly vevdetermined:. But there ere of course small changes, 
emall depertures trom that price brought about by tempor- 
ary conditions and individual differences in human judge- 
ment of the men who are buying and selling those products. 
Now you mentioned the south merket as an economic frine 

and you mentioned the Manitoba market as an economic 

fringe? 

That is right. 

In the one case, in the case of the Manitoba market you 

have the same company owning two different refineries 

and able to use its judgment as to from which refinery 

the most economic operetion can be performed? 

Tete ise rieh tb. 

Dove toethenGouthryoulheave a different condi tion.. Mou,nave 
the same compeny but with no refinery or no source of supply 
under its own ownership, in the South, end it hes to effect- 
ively competes with other refineries? 

Tiet ws righ 

Teno Hieneond Lon evlittle: dit ferent: 

It gives exactly the same result because the lew of economics 


applies in both cases to the seme degree and to the same 


effect. 
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But is not the working out of the law chenged? 
Rt iso’ tne extent, and’ in order to explein that’ 1 
will have to bring up something which I have not yet 
discussed and have not laid the foundation for. And 
that is the problem of running marginal crude at a 
refinery. Now the problem of running merginal crude 
‘ov @ ©elimery is 6 ltitle bit different “if you have 
got two indspendent refineries competing with esch 
other end two refineries owned by the seme company 
supplying the same territory. But the laws of economics 
Soply It tne same sway and the principle of what 1 call 
marginal crude applies in the same way but at the same 
time it reswlts in @ little differnat calculation, But 
it will meke no significant differenent and in thie case 
TI have considered thet and I found that that economic 
fringe which is I believe somewhere fast of Portage La 
Prairie’ es computed on the basis of two competing ‘com- 
panies is just about where Turner Velley crude products 
now reach their Sestern extremities. But there is a dif- 
ference in the application of that same law, 

Q Tsothere not this difference in the south that the 
companies do actually ship manufactured vroducts in 
thay Territory even though the returns are not as great 
as they are in the normsl territory? 

4 Treat Levi ent. 

A) And by that fact we do use Turner Valley crude end merket 
they edditiorsl crude’? 


A Thiet ts right. The seme thing ts true from the Stetes. 


2D 


e 


Tat is why you find crude from the States, and their 


products coming up. Thet is why I call it an economic 


fringe and not an economic line. 
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Wier to en driving at Doctor ic this, that then we find 

a refinery in Calgary using the ordinary commercial 
principel that they buy so much crude for to take care 
of their normal territory and they buy so much additional 
crude to teke care of the south territory that they really 
have to compete it? 

Further South? 

Yes. 

thet is rient. 

And if that were a local entity and not part of a Dom- 
inion wide company -- 

you are talking of the Southern competition now and not 
the astern, 

Yes forgetting ebout the Mestern. 

Now we see the independent companies and the Imperial 
CaLgery competing with some Americen refinery down there 
76. hep Creat > 

Whet I mean by an independent company is a company, a 
local company in Calgary. we are not interested in Manitoba 
or Saskatchewan or in the otates. 

Another company refining in Calgary and running Turner 
Velley crude. 

Thet is right. 

RLS iy 

And wero able to nominate its price thet it would pay 
LOL Tie “Cruaes 

You mean the independent would nominate the price. 

Yes ay ine present time the price’ is fixed,°atsleast 17 
is set"by the Imperial Oil in Turner Vailey #1. 807 

It 1s posted et slvecO. 
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A Whet is thet. 

a) We in Calgary have a considerable advantage? 

A Over whet? 

3 Over the hegina refinery in that we only pay +1.40 
where you say the economic price is 1.67. 

A Now weit a minute. I did not say that, 

Q Well what did you say? 


A I did not say that, specifically. 


Q Are we not to understande that if we only produce suf- 
ficient to take care of the Calgery market that the price 
Ol eruce, could be in belance with CutLbank paying %1.67? 

A No. What I said was if the price went to, I em not mre 


Of that &1.67 but es figure about thet kind, if the price 
went to wi.67 for Turner Valley crude at Celgary econom- 
ically no Turner Valley crude needed to be merketed at 
eli. 


fa) But I thought thet was the belence? 


g 


A No. That is the disappearing point. That is where you 
Lose 611 the market, Therefore the price for Turner 
Valley crude must be something under that end it must 
be sufficiently low so as to reach its economic market. 


Is not the price of “1.67 equivalent to $1.19% for Regina? 


*) 

A Certainly not. 

Q in your calculation? 

A Certainly not. Beceuse the price at Regina is the price 
that gives Turner Valley crude its present market, 1.20 
at the well based on the old transportation rate is the 
price which gives Turner Valley crude its present market, 
“1.67 is the price which might destroy all of its mrket. 

Q All of its merket in relation to Regina? 


No in Calgary. It might destroy all its market everywhere. 
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Therefore the price must be set somewhere between tiese 
limits. 

Then I was wrong. I understood you Doctor and I am repeat- 
ing that because I think I want to make it clear, I under- 
stood that you computed the equivalent value of a barrel 
of Cutbank crude in relation to the Calgary refinery and 
Slso the same barrel in relation to the Regina refinery? 
Vet Ss. ri eb. 

And that you arrived at these two figures? 

Vig 2S (rents 

ol,19= for Regina and 41.67 for Calgary. 

Thet is right. Those are the limit prices between 
which Turner Valley must be sold on an economic basis 

in order to reach a merket of somewhere between zero 

and its present 26,000 barrels per day. 

eo thet the Calgery refiner has a margin of from #1.6”7, 
which is the equivalent value of Turner Valley crude 
With Cutbank crude, and #1.20 he actually pays at the 
present time. 

He has that mergin based on what. 

Based on the difference in value. 

No. 

Thet ne Cen recover? 

Now You have to go back further than that. It is thet 
potential that puts him in a better competitive position 
in Calgery end north of Calgary as compared with the 
refiner down in the Stetes running Cutbank crude. That 
is where he has the better position and es a rule you 
would find thet most of the gasoline in Calgery and north 
Giereot 1s refined from Turner *Valisy ‘trude,. 

True. Do you méan that the American refiners refining 


Cuubenk crude could only reach & certesin polnt north of 
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the boundary? 

No could only reach the economic fringe. Economically 

he could only reech that point because freight rates 
prohibit him going further. Based on the present price 

of Turner Valley crude and the present price of Cutbank. 
But if Turner Valley crude were raised to ¥1.67 then 

your economic fringe is up to the northern limits of 

the Alberta Province. 

You mean we could not take csre of our own territory? 

You would heve no competitive advantage at all over the 
reliner down in the States. 

£d0 now. follow thet. 

Thiet is whet iven trying to meke clear. 

RS -a practical man dealing with this problem I do not find 
1% S06 

Have you ever refined Turner Velley crude at 41.67 with 
Cutbank at. 31.10? 

No. 

Then as a practicel man you do not know. 

Yes, 1 do. 

Have you ever refined Turner Vallley crude at 41.67 with 
Cut bank at iii. 10°? 

No but I heve calculsted what it would cost us at 31.67 

to produce the products. We know wkat it costS %O0 produce 
them and we also know that we can effectively compete -- 

I would like to see those figures. 

So coming back to the Southern situation, whatever advantage 
and you maintain there is an advantage - anything below a 
(1.67 is a competitive advantage, that is correct is it not? 
A competitive edventege for Turner Valley crude in Calgary 


and north thereof es compared with Cutbank et 1.10. 
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Q Why only north end not south? 
Because south thereof you sre getting closer end closer 
to Cutbenk. 

Q You mean there is e point there where the two crudes 
clesh? 


A That would be set Celgsry and places north at 1.67. 


Q 50 that the refinery has not available in its purchase 
Of crude at 1.20). in your estimation, any margin to 
teke care of whatever losses - that is they are not 
loses but whatever amount of competition would be needed 
to fac® the situation in the south? 
A Let me etete thet correctly. I cannot answer your quéetion 


yes or no. Now wait a minute you have put thet to me and 
fous ev (inet streicht. Thet if the prices of crude at 
Calgery was pio then with the price of gasoline in Celeg- 
ary squel.to whet it would be sold by a refiner in the 
States et the same tenk wagon price in the States adding 
treient. Theat means your price of gasoline would then be 
higher in Calgery. Under those conditions then Turner 
Velley crude would just be in dynamic or belanced squilibrium 
with gasoline coming up into Celsary from Cutbank. But at 
the present time the price of gasoline in Cal: ary is less 
than thet so thet gasoline from Cutbank does not come up 
economicelly as far as Celgery, but down to this Southern 
economic fringe somewhere around Lethbridge or south of 
there. So thet et the present time the economic advant- 

age thet Turner Valley crude hes in competition. with the 
products from Cutbank crude is’such that there is very 
little gesoline produced from Cutbank crude thet reaches 
Célgery. In other words Cutbenk competition hes practically 


been slimineted in Calgary. Prectically. 
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Q You mean in the city of Calgery. 

A In the city of Calgary and the central and Northern part 
of the Province of Alberta, 

THE CHAT RYLAN : Mr. Plotkins you hed ons or 

two questions a long time ago. How are you getting along? 
MR. PLOTKINS: SO. thet, Doctor, you.de, not 

feel that in the opsrations of «a refining company we take 

Ingo consideration the averege return for our product 

we sell and go out into the market and pay whatever price 

we see tit for crude, to take cere of thes conditions»! that 

we are faced with? 

A Yes thet is exactly what you do. 

Q Aldtrights, So, théeateifiyou do thet) the Imperial: is in -no 
different position then anyone else. They use a composite 
Vedue | GO, erriveset therifipldoeprice. 

A A composite velue of what. 

Q Of ernisSaerudeesh.Cniesry end)jcrude: at Regina and crude in 
Winnipeg or wherever thsy want to reach? 

A In order to do whet. 

Q To market and to determine the velue of that crude end 
to effectively merket -- 

A f)do not think they do that. They might «et one time have 
tried to do that but certainly I would not try to do that 
becauce I think it is unsound. I heve no study for this 


but I do not recommend that procsedure and I would not 


use it. 
Q You think it is unsound although other businesses follow it? 
A No they do not. They do not follow thet. 
a} All right thenks. 


MR. COMMISSIONGR LIPSiATT: Drmwkrown, is there not in 


the case of an integrsted company like the Imperiel Oil 
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some additional economic factor that hes not been fully 
teken into consideration in your theory or thesis? 

A In determining tae priee. of crudé: 

Q Let me put this to you. At »1.67 no Turner Velley crude 
should come into the Calgery refineries, or at something 
more then that? 

A Yes something more than that. you might expect Cutbank 
might displace Turner Valley. 

Q In the case of the Imperial Oil Company if that happened 
thet would mean thet the Royalite Cil Company would produce 
no more crude in Turner Valley and would loge all that 
profit? 

A That is right, Therefore what would happen? The price 
Of oruds in Turner Valley would go down and that is 
exactly what the lew of economics indicates. If the 
Price of crude ehould get to be »~l.70 then Turner Valley 
might lose the market. But whet would heppen then? The 
imperial WONlG Ho longer pey w1.67 or 31,70 for crude and 
the price of crude would then go down to »1.40 or #1.50. 

fa) I am assuming that the price remains at 41.67. This is 
an hypothesis. 

A They could not afford to buy crude at 1.67 and operate 
on that basis. 

Q Thet is whet I em going to put to you. Supposing that 
at that “1.67 the fact was thet the Royalite Oil Company 
increased its profit by 50% or 60% and thet of those 
profits more then 70% goes to the Imperiel Oil. would 
not the Impsriel Oil continue to pay the ,1.67 seeing 
thet they were getting 70% of those additional profits 
back through their subsiduery company? 

A Ana then teks & Joss on their refinery operation thet 


would wipe thst ell out, in addition to taking the add- 
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itional loss on the refinery operations thet would be 
sufficient to pay the other producers from whom they 
bought crude the competitive difference between that 
and %1.20. They just would not. If they did that they 
would not stay in business very long or else I think 
Thiey should be removed from the map. 

Is that the true economic figure then the totel of th 
profit or loss of their 70% of Royalite plus the total 
Ghowne prLece: that LS DELNe paid in Turner Vaeliey? 

foe eee Fieite It Gigperial had all of the’ ol i Durimer 
Valley and the Imperial completely controlled and had 

a combined belence sheet with Royalite then it would 
make no cifference. 

28 it NOL @ question of striking a balence between the 
price they pay between the two competitive crud°s? 
Right. 

And the profit then veing msde by their 70% of Royalite? 
Wait a minute. If they owned all of the crude then 11 
does not make eny difference where they put the profits 
because it is in the same till anyway, If they owned 
fl. the crude then so far as setting a price for crude 
goes our discussion becomes purely academic, Because 


if they owned all the crude end they* would not sell it 


GO enybody for less then #1.70, they would refine all 

of the crude end then you would have a monopoly end then 

it would not make any difference whether you figured the 
esomomic value of the crude or whether you figured the 
economic value of the gesoline. If you went me to discuss 
the thing on thet basis, we must acsume we have a monopoly. 
But es long es they do not own e211 of the crude end suppose 


they only own 70% of the crude then they can get the ex- 
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cess profit on 70% of the crude but beceuse of posting 

a higher price say 41.70 for the crude thet will force 

all the refiners out of business. 

No would that not forceS other refiners to Montena? 

Well it would force them out of business here in Calgary 
that is what I mean. 

Tt would force them to cease using Turner Valley crude? 
Yes. No it will force them out of business because they 
could not mmpete with Cutbank crude with Turner Valley 
erude et 21.70. They coula not hold their heaus above 
water, 

Then I must have got you quite wrong as I understood from 
you thet if Turner Valley was put to yw1l.67 that the refin- 
ing would be done from Montena crude and that the products 


thet would be sold would be the products of Montena crude. 
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“Vell, in order to maintain their markets up here the price 
of gasoline cannot then be maintained on a basis that would 
give Cut Bank crude an equal competitive advantage in Calgary 
with Turner Valley; then they would not be able to merket 
their gesoline at that price, so in order to maintain their 
retail markets, they must write their retail prices up 
substantially from what it is now and if the refinery is 
marketing its retail produets at the present price and is 
paying w1.70 for the crude in the fiold, the refinery is 
going to tako a loss but the crude producer on the eee 
hana makes an extre profit; if all of the crude is owned 
by one of the refineries. the refinery, that refinery, can 
then use those tacties to force its competitors out of 
businoss and it may make just as mueh money on the erlde 

Hs it will lose on its refining end but if the, only control 
70% of the crudo and thoy try those teetics they will find 
they will force their compctitors out of business but in 

the meantime they are taking a greater Loss on their 
refining than they would gain on tho crude. 

Es that not a matter of arithmetic? 

That is right. 

Is not tho true sconomie competition, so far es Imperial 

Oil is concerned, the compotitive priees plus the extra 
profit which they can get out of drilling in Turner Valley? 
The competition that would now, Turner Valley erude and 

Cut Bank crude. 

Turner Valley, Cut Bank erude on the one hand and Turner 
Valley crude on the other, plus the profit that the Royalite 
Oil Company has in drilling, or the Imperial's 70% of that, 


is that not truo. whether it has a monopoly of the whole 
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supply or,only part of .it? 

Where is this profit in the crude, what is the picture? 
Iam trying to clear up your figure as I understand it, 

Dro Brown, that the price of $1.20 in Calgary competes 

with $1.10 at Cut Bank, that if you get --- 

No, no, let us get that straight, $1.20 for Turner Valley 
erude.in Calgary --- 

Yes. 

Puts the products of the Calgary refineries in balanced 
competition with the products from Cut Bank down South 

at North Ford or wherewter south it was yesterday. 

MR. FRAWLEY: Nobleford. 

Nobleford, that is where it was, puts the products in 
economic competition at Nobleford. 

Yess 

Now if the products from Cut Bank are to compete at Calgary 
the price in Calgary must be equal to what it now is in 
Nobleford plus the freight charges on gasoline coming up 
from the south and that means that the prices for gasoline 
and other products in Calgary must go up. If those 

prices go up so that they can pay 31.70 for erude and still 
operate their refinery on the same profit basis that they 
now are operating, then they will find competition from 

Cut Bank in Galgary on the same basis they now find it in 
Nobelford and at Nobleford they will find that they cannot 
do business at all and they will lose all of the Southern 
Alberta to Cut Bank and they will be on a balancad competition 
at Calgary and north, which will mean that they eannot refine 
as much oil, they cannot run as much crude and as I stated 


they ere in danger of losing ell of that Celgary and north 
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territorye 

But in the meantime they are getting 47 cents a barrel 
additional profit for their oil? 

There is no "in the meantime". This must happen immediately. 
They are gotting 40 cents a barrel additional on 70% of the 
crudée 

Yos? 

But in order to keep their refinery operating they must 

then teke a loss, which might mean 50 cents a barrel. 
Supposing the loss only means 20 cents? 

But it does not. £ can Tiszure thet out for you 4! “you wisn 
me tO6 It is a matter of only a few minutes. 

The general principle seems to be sound and I would like to 
hear any comments you have on it; the true comparison is 

not between gut Bank crude and Turner Valley erude so far 

as the Imperial is concerned but between those two crudes, 
plus the Imperial's share of the profit of the drilling, 

that they get from the Royalite O11 Company? 

Tho best way to clear up a discussion of that kind is to take 
a@ case and figure it out and I would be glad to do that and 

if you have the figure on it, just as I did here in the 
drilling of the field and then we will have facts before us 
and we would really know where we are going. 

May I mt this to you then, before you Work it out, br. Brown, 
assuming for the moment that Imperial gets a million dollars 

a year on their share, ~ I am taking the thing maybe too far,- 
but taking it that they «et. a million dollars qa year from 
tigir profits, their dividends or profits, out of the 

RoyaLlite Oil Company; now until that million is gone, are 


they not better to continue, using Turner Valley crude, seven 
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if it is not in the first instance at an economic competitive 
price with Montana, so long as that million lasts? 

I am afraid I cannot help. I was trying to help you in 
general language and ‘apparently I cannot and thore is not 
much use in following that up but it you will let me tako a 
certain condition, take the prices as they are and what would 
happen at  »1.70, it would not take me more than an hour or 
so to present this in a concrete way. 

I would be glad if you would and take it on some figure which 
wnuld make thoir loss at the refinory less than a million 
dollars? 

I cannot assume a million dollars and I cannot assume a loss. 
I must calculate what happens on a certain basis. Dow 
assume that se Royalite controls 70% of the crude? 

MRe NOLAN: Not with my permisSion. 

MAJOR LIPSETT: ko, but that tho &mporial 
controls 70 % of Royalito and whieh in turn controls a 
cortain proportion of the crude production? 

Mr. Frawley, will you help me on that, will you got those 
conditions for me later and let me work that out, because 

I think I can make it very much more helpful that way and 
then we are not talking these goneralities. 

MR. FRAWLSY: You will come beck and put 

that on the record? 

Yes, I will do that tomorrow in the same way that I aid 

this proposition on the drilling of the field. 

MAJOR LIPSHTT: I would be glad if you would 
because as I see it at present, I see a different set of 
conditions in the ease of Mr. Plotkins who has no production 
and goes into the market to buy Montana crude for his 


products, or Turner Valley crude for his products, and which 
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will go strictly according to your oconomiec basis but I 

See quite a difference to that in the case of the Imperial 
Oil, that is taking some loss by using Turner Valley crude, 
while they may make a million dollars profit out of their 
dividends from Royalite? 

But if it happens to be the other way, if they are taking 

a loss of a million or making a profit of five hundred odd, 
let us find out just what it is. 

Yes, but that enters into the policy of what the Imperial 
Oil will pay? 

Cortainly it does but in order to see how it will work we 
must take our conditions and figure it out and that can be 
done. It is not much of a job. 

MR. FRALEY: Now then at the noon adjourn- 
ment you will tell me all the various facts you want and we 


Will get them. 


I think thet is better than trying to do it now. 


Now I would like you now to proceed, to say everything that 
you have to say on the cost of refining in the Province 

of Alberta. 

Unless there are some’ more questions on the crude prices, 
are they, are we through with the pri¢e of crudc? 

Yes, I think we can say we arc through. Now a part of the 
programme that you aro now going to enter upon, Dre Brown, 
is that part which is headed "Refining and/or Processing 

in Alberte" and the question which the Board has to answer 
according to the work programme which we have prepared, 
taken from the Order in Council is "4A Determination of 

wheat the fair and equitable cost of refining and processing 


in Alberta should be". Now I understand that you have made 
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a study of the costs of certainly the Imperial Refinory 

and perhaps other refinoriess, and if you would just tell us 
everything which you heve done about it and anything you 
care to say about the question of refining costs in Alberta? 
THE OCHA TRMAN: If we are going to pauso this 
morning I suppose this is the best time to take an adjourn- 
ment. It is your pleasure. 

MR. FRAWLEY: Just whatever the Commission 
says. Do you want to go right on? 

VITNESS: If we are going to pause at all 
I would say now, Mr. Chairman. 


TH CHAIRMAN: All right then, ten minutes. 


( An adjournment of ten minutes was here taken.) 


Q MR. FRAWLEY: All right, Dr. Brown? 
And dualing with this question as to the profits earned, 


the profit which might be oxpected and what I consider a 
fair profit and depreciation and those various factors, 
considering the refining part of the industry I think it 
would be best if I simply summarized the results of my 
study without trying to trace through exactly how they 
were arrived at because if I start and trace through the 


whole story, it is going to teke quite a long timo. 


Q. Yes? 
zs It has been a rather long job. 
Q What you mean is to state the results in simple form for 


the Commission and then if my friend Mr. Wolan or Mr. Harvie 
or others concerned have explanations they would like made, 
then for them to ask you questions about it and you will go 


into as much detail as they desire? 
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A Or I will submit a supplementary report showing the basis. 

& You could file a supplementary report to show all these 
steps? After all I suppose they aro only a lot of detail. 
THE CHAIRMAN: Unless they want to examine 


on them, Mr. Frawley. 


MR. FRAWLEY: Quite so. 

Gq Ma. FRALEY: You have submitted these state- 
ments in advanee, you have given the results of your work in 
advance to the people most concerned, Mr. MeCloskey of the 
Imperiel Oil and Mr. Woolley of the British American? 

A Yes. thoy have been given to them and in some cases the 
Supporting data. 

G To enable them to intelligently question anything you have 
done? 

Sb I believe so. I believe they should be prepared to ask 


questions and I am prepared to answer them but it would téke 
an extremely long time for mo to go through the methods of 
calculating all of the work which I heve had to do in 
estimating the yields which might be obtained from Turner 
Valley crudo. It has been weeks of work and I could not 
give it in a few minutes so IT wish to read into tho record 
only the summary. 
By way of review, when we were 

discussing the operations of the Imperial Oil Company in 

the year 1938 in some of the earlier wxhibits, certain 
average prices were determined for the f. O- be price of 
gasoline, kerosene, and other products mage by the refinery 
and those prices have been used throughout all of these 
calculations so that they are all on a comparsble basis; 


in those previous #xhibits we also used qa price of crude of 
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$1.35 at Calgary and a corresponding, no, only at Calgary, 
©1235 at Calgary and in order that these figures could be 
comparable, that same price on crude is being used, so the 
selling price of the product and the price of crude in 
all of this presentation are the same as in the discussion 
or the Imperial operation of 1938. 
Now let me be clear about that. if Lt were: desirable to 
use any other prics of crude or for that matter any other 
price f.0-b-e,ths products,f.o.b. the refinery, I take it 
that would be a simple matter for Mr. Cottle to do for 
the Commission? 
Yes, it is simply a matter, a matter of simple calculation, 
it is all direct and straightforward. 

Now this operation of the 
Imperial in 1938 was complicated by the fact that thoy 
ran an appreciable amount of crude for the British American 
Oil Gompany and that gave them, the Imperial, a better 
position in their average costs of refining crude oil than 
would bo the case if they had run only their own crude for 
the reason that the cost of operation was then distributed 
over a greater number of barrels; furthermore they made 
Some net profit on the operation on the British American 
erudeés 

Now = have figured the per- 
cent return on the invested capital in that plant, which 
is a depreciated plant, in 1948, based on various consider- 
ations; the actual prcefit made, ineluding the profit on 
the British American Oil, amounts to approximately 
3428,000-00. I wish if IT make a mistake here you will 
correct me in due time and the depreciated value of the 


plant was $1,840.000.00, 
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Q MR. FRAWLEY: Mr. Cottle suggests that 


you might, if you would, refer to the Exhibits as you go 


along? 

A Lf you will supply me with those numbers. 
MR. MCGRATH: Exhibit "411" is the one. 
MR. FRAWLBY: OU end: Sr Me Ch ayou 


would give me them all, Mr. Megrath. 
MR. MCGRATH: MS OCU SOPOT oa ee ane 
ee ie I think those are all. 
MRe FRAWLEY: MEG Ge 
MRe COTTIE: "Z13" is merely a detail of 
the investment and is not an important one. 
MR. FRALEY: All right? 

A Thank youe Let me see now ---- 

q Mr. Cottle's suggestion I think was chiefly to make the 
record more readable and intelligent to the Commissioners. 
If you would just make reference to the numbers as you go 
a long. 
THE CHAIRMAN: Well would it be necessary. 
Would it not save some time, Mr. Frawley, if he just said 
that the witness's conclusions insofar as he relies on 
supporting data of an accounting ohsrceter are to be found 
in mxhibit so and so? 
MR. FRAWLEY: Yes, and then without making 


any further reference to them. 


WITNESS: I think it would save time. 
Q MR. FRALEY: Just let us do that, these 


have all been provided and discussed. 
THE CHA IRMA i: You might just check with the 


witness, Mr. Cottle, and let us get all the numbers. You 
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say insofar as you rely on the figures furnished by others --- 

4 That is right. 

mG As supporting data, which leads you to the conelusions whith 
you have arrived at, and which you are now going to put for- 
ward, you have referred to Bbxhibit numbers what? 

A TS0o Ve oad AO ILS at, i think those are the only ones 


for the time being. 


Q MAJOR LIPSETT: Was moOt"™310" eiven?, 
MR. COTTLE: It was not referred to by 


De. Brown. 


Q WR. FRAWLEY: Ber enue 
A The total profit, including that on operating the British 


aL 


atetice no, a1 have w~468,000.00 approximately on a plant 
investment of about »1,840,000.00 and working capital of 
about wt y100, 000.00; on that total capital investment 
of some 32,950,000.00, more or less, the total net profit 
of %428,000.00 means a return of 14.5%, approximately. 

Now the British American Oil 
carried an actual profit of something over 01,000.00, 
leaving then a profit on their own operation, their own 
refining operations, their own crude, 377,000.00, slightly 
over that. 

On the invested capital of 
62,950,000.00, indicating a return of 12.8%, which figure I 
believe is already in the record. 

Now in order to make a 
comparison I have estimated the cost of running the Imperial 
crude without. the British smerican through their 1938 


plant, and on that basis have calculated a net profit of 
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&297,000.00; on the same invested ecapitel indicates a 
return of slightly Dae 10%; now that is the basis upon 
which we can make the comparison with their new operation 
whieh will go into effect about the first of the year or 
maybe in a few weeks, and see what, see how the picture 
has changed. In the new plant, based on the estimated 
cost of operation as supplied me by the Imperial Oil 
Company and based on yields which I have estimated myself, 
based on what knowledge I have of that plant and the 
knowledge I have of the crude oil, and using the same 
figures for finished products as had been used for the 
1938 operation and »1.35 for the crude F.0O.B.e the plant, 
when processing the same, when processing the amount of 
crude oil in the new operation which would be reaquired to 
produce the same products as worq obtained in 1938, that 
is a different amount of crude but the same amount of 
product, the profit so estimated would be $604,000.00 on 
a Capital investment of $4,738,000.00, which is a per cent 
yeturn or 124.8% now it so happens that that per cent 
return, 12.8, is the same as that which was earned on the 
old plant when they had the benefit of the British American 
crude; in other words the new plent places them in the 
“same position, so far as earnings go, as the improved 
circumstences they had in 1948 on running the additional 
British American crude; 
Now along side of that I 

was asked to make my own ostimates as to the cost of a 
plant, the opereting cost, the yields and so on, of what 
I thought might be done in Calgary and I am somerhat at a 


disadvantage because I am not personally familiar with the 
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actual cost, labor charges and the operating conditions in 
Calgary but I believe I have made a reasonably satisfactory 
allowance for those conditions and I find that my estimated 
cost for a new plant tallies very closely with the depreciated 
value of the old cquipment from the Imperial Plant, plus tho 
Gost of the now unit, and based on the British american plant, 
my estimated cost of plant is somewhat hisher than their 
estimated cost. I believe that is due in part to the fact 
that they have the advantage of using considerable second- 
hand tankage, so I believe that my estimated cost on the 

plant is sound and I believe within certain limits the 
estimated cost of operations is sownd; In dou eases 

my estimate indicates a lovier labor charge then does either 
the estimate of the Imperial or the British American; on 
that basis, no, before I present that I want to get one 

thing more. 

In presenting these estimates 
on my own hypothetical plant, I am basing it on an estimatod 
operation for 1939 or 1940, which is with 5500 barrels per 
day through the Imperial plant instead of approximately 
4750 barrels per day which would be required to make their 
1948 reguirements. 

ME. FRALEY: 5500 and that last figure? 
Instead of 4750 barrels per day, which would be the crude 
requirements to make their 1938 requirements. Now --- 
MiJOR LIPSLTT: You mean by that, Dr. Brown, 
thet it takes more crude in 1939 to get the same volume 


of products? 
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It will take more crude in the Imperial's nev plant to 
produce the same volume of products as it did in their old 
1938 operation for the reason that in 19368 they were bringing 
“n some Ioco naphtha which displacod crude and they were 

also using a greater quantity of casing head gasoline in 

1$38 than will be available to them in these later years 

Or Will then be required by them because of the changes 


in the plant. 


{ Go to Page 14,198 } 
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So on the estimated operation of their new plant, using 
their own estimated costs of operation and the capital 
investment of #4,728,000.00, the return on this Deviate 
operation of 5500 aureus per day is approximately 15.6%, 
on the invested capital. That indicates the advantage to 
the refinery of processing more crude when they have a 
plant of sufficient capacity because the cstimated return 
when processing 4,750 barrels is only 12.8% and when 
processing 5500 barrels per day it is 15.6%. Now, this 
Paper plant of mine that 1 Gdesilened on | plecesotf. paper 
and then figured how much it would cost to operate it, 
would have an invested capital of $4,570,000.00 as 
compared with Imperial's figure of $4,728,000.00. 

MR. NOLAN: What was that last figure, I am 
SOTTY . 

Your figure, the same old figure, $4,728,000.00. My 
estimated invested capital is $4,570,000.00. That is 
composed of two items, plant costing $3,750,000.00, and 
working capital of $1,000,000.00. On that plant, which 
is really a different plant in some respects than the 
Imperial - better in some ways and not so good in others - 
I estimated a net profit of $960,000.00, which corresponds 
to 21% return as compared with 15.6% return for the 

Timp Eris db ip lant. 

MR. FRAWLEY: You said a moment ago you 
compared the 15.6% with some other per cent, 12.8? 

Yes, that comparison was to show the benefit to the 
refiner of running more crude per day providing he md 

the facilities and the market and sold at the same price. 


Now, then, so that the record may be clear, the major 
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differences in the plant I have designed and in the new 
operation of Imperial are that I have laid out a more 
conventional but probably less efficient treating process 
and have ineluded the use of a polymerization unit, 

which increases the efficiency of the plant, in my opinion. 
The actual operating cost per barrel is about 2 or 2% cents 
léss than the estimate of the imperial Oil Company, based 
en Conditions as they cxisted, of course, prior to ‘ 
September. 

Now, I made a similar comparison, 
which, of course, is based wholly upon estimates, of the 
British american operations. In other words , they have 
no 1938 history, and their '39 history, whatever it may 
be, was not available to me at the time this work was done, 
But Mr. Woolley, of the British American Company, was 
kind enough to give me his estimates; both as to cost of 
plant and cost of operation and the estimated yield of 
the products, in Jane. Mneseslicures may have -) een 
revised by him since that time but based on those figures 
which were given to me in June I find that the plant 
investment would be $1,817,000.00. 

MRe HARVIE: MMe Sse Arevine Bb. A. Licures ¢ 
Given to me in June, to which I have estimated working 
capital of 590,000.00. That is my figure. Making a 
total investment of $2,217,000.00. Based on the estimated 
costs given me by Mr. Woolley in June the net profit 
would be $336,953.40, which indicates a per cent return on 
the working capital of 14.6. 

MR. COTTIE: You said on the working capital. 


I beg pardon, on the invested capital, including plant 
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investment and working capital of 14.6. But since I 
have come to Calgary I have been advised that they 
aoa udey one Ptemeat Least Nas “been Left out of the ir 
estimated expenditures, and making the estimated adjust- 
ment with Mr. Harvie on that, their estimated net 
income would then be $301,450.00, which indicates a 
return on the capital investment of 12.9%. 
MR. HARVIE: Would you give me that figure 
again? 
$301,450.00, which corresponds to a return on the invested 
capital of 12.9%. Those figures are based on their new 
plant which is now in operation and on the assumption that 
Prov voarremetOl Grude are rin per Wary. 
MR. COMMISSIONER LIPSETT: How many barrels? 


epeoUeiarrels. (of tcorude oll are vun/per dey. My paper plant 


gust petore you leave that. Do you want to say a word 
about the reasons for that $35,000.00 difference between 
your Criginal Tigure and the edjustment you made7y 

The original figure was the figure given me by Mr. Woolley 
tae foronto tn Vuneyer beLicve umer date or June 27th. 
Since I came to Calgary I presented these figures to Mr. 
Harvie and requested him to check back and advise whether 
or not I was properly presenting the British American 
estimated cost and he has advised me that there is a 
difference in the estimate given me on June 27th and their 
present estimate, which would increase the cost of operations 
some $45,000.00, I be Lieve, Making the proper adjustment 
for that it a@cereases the estimated net profit from about 


$337,000.00 to approximately $301,500.00. The per cent 
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Dr. G. G. Brown. Bye Ge 

return----- 

MR. HARVIE: YOU aeree that item should be 
inelwuiec in Ane cos) Cr one Similar to Lb? 

i would rather not go into that item at this time. It 
seems perfectly proper to me but being unable to discuss 
these figures with Mr. Woolley and having them only over 
a velceran Or SO coming to you, and neither vou nor -£ 
being quite sure what it is all about, I, would rather 
neither approve nor disapprove. 

However, toat is ineluded in the Exhibit that is already 
filed, with Mr. Woolley's costs, with the Commission? 

» G0 not know. 

Maw UVOMMISSDONER LIPSHTT: Is it just one figure, one item? 
MR. HARVIE: There are a couple of minor 
figures. That is the only important one. 


MR. COMMISSIONIR LIPSETT: Is it set out in some Exhibit? 


MR. HARVIE: Yes, it is set out in Exhibia 
"A76-E", 
MR. FRAWLEY : I might make this statement, 


Dr» Brown is leaving Calgary to-morrow night. Of that 

there can be no question. ne has only arranged to be 
absent from the University that length of time. I presume 
1% 18 important; this evidence that is now being discussed, 
and I think there should be some effort by Mr. Harvie to 

do all he possibly can to inform the Commission as to the 
nature of this deduction. Otherwise, it will be left for 
mr. Cottle and that might turn out to be satisfactory, 

but then asain it might be very desirable to have Dr. Brown's 
observations about it, | 
Frankly, the best way for me to go into that would, perhaps, 


be to sit down with Mr. Woolley or somebody in Toronto and 


o4 3 ares 
be < 
2 os 
xan Gos we 
1 a . 
—- cag ad 
ed abet 


aad Keo 

os em « 
- 

o* 2 

Lat 


Gare 
y 


ay 
aE iy 
— 
a rene 
ie a 
2 > 
ens 1 
oy 


i 
bk 5) ors 
oe 


~~ 2 bf © 


E145 20 2- 


Dr Gs dan | COW. 


really get down to cases with him. I am not quite sure 
what the difference is and certainly they know more about 
their present costa than i do. 

MR. COMMISSIONER LIPSETT: Tg this your figure that you 
have been giving us or is that just the B. Aa. figure? 

The iritish American figure. Their capital investment as 
they have given it to me, except for my estimate of working 
capital required. They did not give me their working 
capital. 

This expenditure figure? 

LS Uneirs. 

is theirs entirely? 

theirs entirely. 

In gither case? 

DiGe tier ease. Pris wihel re Picure. Volt a Sno ini ae. 
The only figures I have used which were not supplied me 
ty the British American Company is my estimate of the 
working capital and the price received at the refinery for 
finished rproducts. And that price is the same average 


price as is used in Exhibit "S08". 


MR. HARVIE: I think we might clear up that 
point, Dr. Brown, if we may, at the moment. The item - 
I am referring to Exhibit "476-E" - it is contained in 


Volume 5 of ir. Bronsdon's presentation, and the item in 
question is one for contingencies and engineering 

research of $45,202.10. L understand that in the estimate 
that you got from Mr. Woolley there was no such item 
included? 


Mat is correct. 
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And my suggestion is this, it is your opinion that some 
such item should be included and properly ineluded, even 
if the amount might be in dispute? 

Yes, certainly an allowance should be made for research, 
cevelopment and general engineering expense. I might 
state this on the comparisons here that + have allowed a 
figure of that kind in my own estimate and this certainly 
should be taken into consideration. 

Is your figure approximately this one? 

D heave. arrived at my figures on a littie different basis. 
Peeve Pubs a charges of 2 cents per barrel oF crude run 
for research, development and general engineering expense 
and in addition to that I have included a royalty based on 
eurre nt charges for the use of cracking and polymerization 
unit. Now, I believe both Imperial and British American 
are operating without paying royalties on any of their 
operations in Calgary. I may be wrong. So that the 
correspoding allowanee which I have then made in my 
estimates to cover these items of engineering development 
and research would correspond to something close to 4% cents 
per barrel of crude run. Now alongside of the British 
American plant I have estimated a plant of the same daily 
capacity and producing the same general products in the 
game proportion, but have not ineluded the polymerization 
plant. to tags particular tisure, for the reason, thet 
artnouecn i le% profitable addition to the plant it is, 
perhaps, not quite so profitable relatively as it would be 
on a larger plant running more crude. On that basis I 


have an invested capital, including working capital, of about 
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$2,425,000.00, compared with the figure obtained from the 
British american estimates of $2,317,000.00. My estimated 
net profit is about $450,000.00 compared with their figures 
which vary from $337,000.00 down to about $301,000.00. 
And the per cent return on this paper plant of mine is 
estimated at 18.5%. 

I was asked by the Commission 
to also consider the possibility of what might be dom if 
avsinglée large plant were to be installed in Calgary in 
place of the plants that are actually in existence. And 
I have gone, perhaps, to somewhat of an extreme but I 
nave Setimaved @ plant of 10,000 barrels.deily capacity 
and operating at capacity, which, of course, represents 4a 
condition which does not now exist, but it may be of some 
interest, particularly as the question was asked me, to 
make some such estimate. The last plant would leave an 
invested capital of about $7,300,000.00, composed of | 
plant cost, $5,500,000.00 and working capital, 81, 800,000.00. 
Such a plant operating at capacity might earn nett 
$2,040,000.00 or a return of 28%, based on the same figures 
for the cost of crude and selling price of products. As 8 
rough indication I teve estimated that this plat when 
Tecelving the geme copltal return as the British American 
based on the first estimate supplied me in June, which 
was 14.6%, that this new plant would then earn 1 063,000.00, 
having then an excess profit on that basis of $977,000.00. 
(eat goeured, Dack To Une gross profits, making the adjust- 
ment inthe 82% income tax, leaves a gross profit of 
one and a quarter million dollars. That is in such & plant 


of 10,000 barrels capacity operating at capacity, according 
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to my estimates as compared with the British American plant 
operating at about 80% of its capacity. If all of this 
extra profit on this large plant - which again is simply my 
estimate, unconfirmed by men who are thoroughly familiar 
with operations in this territory . if that ve carried” pack 
to the single product of gasolinc it would indicate that a 
return approximately of 14 cents or 1-1/3 cents per gallon 
might be made on the gasoline, with this estimated plant of 
mine réturning the same percentage on the capital investment 
So eveeuseteG In the figures [ received from the British 
American. Jf wish again to emphasize that, perhaps, I have 
taken an extreme case. Ido not know whether 10,000 
Derrelis are required to supply the territory now being 
Sivodieq 90m vie Caleary refiners in the first place. In 
the second place any such plant cannot be operated at 
capacity continuously. It would have to be operated 
somewhat under capacity at least for a good part of the 
time, So that this presupposes the extreme saving that 
might be made if a very economical plant were put in to 
displace the present plant and if the wage scales were 
decreased and some of the safety factors, perhaps, curtailed, 
SiG jai. OL (ne crude refined in ‘the Calgary area rerined in 


this one single refinery. 


THE CHa TRMAN ; That is one plant to replace them 
Ch ce 
Yes, 1 am not sure that I have the right sized plant but 


that is a figure at least worth shooting at. 
Now, turning to your supposititious cost of the modern 
econcmis plant would be that would do the work of say the 
Imperial or the B. A., you arrive at------ I am not sure 


that I know what you arrive at? 
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First of all, the British American plant and the new 
Imperial plant are modern plants. 

Have you approached it in this way, supposing for any 
reason it was decided that it should be treated for our 
purposes ag if it were a public utijity? 

fnew e., Seo lehit. 

and then we would be concerned, not with knowing what an 
obsolete plant would do? 

Right. 

But what your modern economic plant would do, and as I 
recall, you were asked to make a calculation on that basis, 
and you have done so? 

Tiat is right. 

frat, I take: it, is that large plant supplanting both 
plants? 

I have done both. I have taken the plant comparable to 
the Imperial and comparable to the British American and 
then one plant supplanting all. And this last figure 

is the one plant supplanting all of the other plants. 
Now, I just want to be clear what investment - I dare say 
it is in the reoord but I just did not get it - what 
investment you would make to substitute the plant for the 
Imperial, say? 

For the eerie 1 

Yes? 

My estimated investment to substitute for the Imperial 
plant is $3,570,000.00, for the plant itself. 

Yes? . 

Their invested capital in their new plant is $3,628,000.00. 


Les? No great margin there? 
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No. That is within the accuracy of my estimate. 

yess 

And on the British American? 

Yes? 

On the British American situation their estimated invest- 
ment as given me in June, 1939, was $1,817,000.00, and 
my estimated investment is approximately $1,925,000.00. 
Yes, and theirs was what? 

ol 611, 0CO,00. I think the difference there is in a large 
measure due to the fact that they hage the advantage of 
uSing secondhand tankage, which I am advised costs them 


about 59 cents a barrel. 


(Page 14,208 follows.) 
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Q Yes? 

A I think the difficulty there is in a great measure due 
to the fact that they have the advantage of using 
second-hand tankage which I am advised cost them about 
59 cents per barrel. 

Q, So even looking at it from the standpoint of substitut- 


ing a modern, economic plant, you would say that the 
figures suggested to us by these companies are not very 
far out of line? 

A I think they are perfectly sound; they are within the 
errors of my estimate. 

Q Quite so? 

A And I am prepared to explain either in a supplementary 


report or here, how I arrive at those figures. 


Q Yes? 

Q, MR. FRAWLEY: Is that all you want to 
say? 

A That is the summary. 

Q THE CHATHMAN; That is where you have a 


test not only of the accuracy of the figures furnished=-- 

A Phat is right » 

Q But also you have tested and checked by the process of 
determining what sub tea substitute plant should cost? 

A That is right. 

Q So that if it were, and I do not say that it ever will 
be, but if it were approached from the standpoint of 
giving, of an utility organization, giving a proper re- 
turn on invested capital and so on you would say that 
the basis given us is a fair one? 


A I would absolutely. 


i 


‘ a 
Fe 
i 

Cio 


ne 
bs & 
& a 
- 


ee Poe 
‘ “ 


Dr. 


C3 
Pd 


Ge G- Brown 


= 14,209 = 


THE CHAIRMAN: RELATED Ge 
MRse FRAWLEY: Now then, the thing that 


has to be discussed then I take it is your views about 
the rate of return which these operations show? 

Yes, that was one of the questions which was asked me 

when I was here before. 

Wow I would like to have your views either in response 


to that one general question, I would like you to state 


your views on the propriety or otherwise of each and 
every one of these rates of return, what you have to say 
about them? 

Well in estimating the proper rate of return to an oil 
company, refining company, which takes all the risks,the 
business risks involved, I have assumed,-and which I 
believe to be a figure which is substantially sound,- 
that a 15% return on the monies invested in plants should 
be allowed; this is not an average figure that might 
exist over a period of 25 years but it is a figure which 
should not be regarded as excessive due to the risks 

and the vicissitudes of ordinary business ventures; the 
money which is invosted in inventories about 6% &nd on the 
money which is tied-up in accounts receivable 7%. If 

we take those figures we find that the average depre- 
ciation on the total invested capital figures out to be 
about 13.1%. 

MR. NOLAN; Depreciation. 

MRe FRAWLEY: Did you say depreciation. 

IT beg your pardon, I am getting tired, that the average 


rate of return on the total capital is about 13.1%; that 
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is arrived at by about 77% of the total capital being 

in the plant and approximately 1lg% of it being in 
inventories and accounts receivable; that is subject 

of course to correction and modification. Therefore, 

any return on invested capitai in the neighbourhood of 
18% certainly should not be regarded as excessive be~ 
Gause that might indicate simply a reasonably good year 
which is required to compensate for the lean years which 
have proceeded it or have followed, or will follow; now 
that figure may be compared with the percentage returns 
as have been estimated and it is seen that the estimated 
return, that the actual return on the Imperial plant in 
1938 where they had the advantage of the British american 
crude, was 12.8%; that the estimated return on the new 
Imperial plant when operated aes the old one was in 1938, 
is also 12.8% but my estimate as to what the new Imperial 
plant might do in 1940 indicates a return of, what was 
it, 15.6, of 15.6%. Now let us take that then. Let us 
suppose the 15.6% is actually earned on the invested 
capital during 1940 for this new plant. 

MAJOR LIPSiuTT; Is not 15.6% the Imperial's 
figure, was not your figure 21% os did I ges it wrong? 
Let us get that correct. My estimated return on the ins 
vested capital at the Imperial plant based on their 
estimated costs and the estimated capital investment 
supplied by them, would be 15.6%: assuming that prices 

of crude and products to remain as they were in the 

xp rpaby 606". 

MRe HARVIE: That is operating on the 


5,500 barrels instead of 4,750? 
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5500 barrels per day instead of 4750; that figure of 
course includes, my assumption is 5500 berrels will be 
run and therefore I say that is my estimate of whut their 
plant will do you see; not my estimate of what sone 

paper plant might do but my estimate of what their plant 
will do in 1940. Well that return of 15.0% is about 24% 
over this 13.1%. I would not be at all concerned about 
that figure because it is for the first year after the 
new plant is in and they are entitled to a little quick 
return on that new investment. 

You estimate the 1940 run to be what? 

5500 barrels of crude per day, using 5% of raw casing- 
head aad no poly plant. 

MAJOR LIPSETT: Well you went on from that, 
Dr. Brown, and I want to go through my notes and make 
Sure my notes are correct, you say that you estimate the 
profits will be $960,000 or 21% of a return on the 
estimated capital on the basis of the cost being 2% cents 
per barrel less than the Imperial figures?’ 

Now let us get that clear on the record, that estimate is 
an @stimated profit on my paper plant. ft is not an 
estimate on the Imperial plant. You see we have here a 
number of plants, some of which were in existence and no 
longer exist; some of which are in existence and operat@- 
ing; some are about to exist and some never will exist 
and it is going to be rather difficult to get this 
straight. 

And it is on that plant too that the estimated cost will 


be 2% cents per barrel less? 
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Yes. 

On the paper plant? 

Yes. 

Quite? 

And I really feel I cannot estimate operating costs much 
closer than that. 

MR. FRAWLEY: something has happened 
either Mr. Cottle or myself bezause we have a note of 
what rate of return you got for the substituted plant 
which you built for the Imperial operations, the plant 
which had an investment of 94,570,000? 

Yes, $4,570,000. 

Yes? 

An estimated earning of 21% when running----- 

And what was the profit? 

The profit, $960,000; does that figure out right, 
$960,000; now that plant is when running 5500 barrels 
per day plus 5% casinghead with e pclymerization unit 
and my estimate is that the polymerization unit will 
make a difference of six or seven cents a barrel so 
that you can say that that 2 cents a barrel on the 
labour operating costs is really a rather small item 
because by a modification in this plant they could 
throw their profit perhaps 5 or 6 cents a barrel and 
wipe out that difference in the labour item. 

MRe CAMPBELL: Is that based on 41.20 
LG dS 100, 6 

It is based on $1.85 crude at the plant and the same net- 
back fbr retail products as is shown in ixhibit "308". 


MRe FRAWLEY: And for the record, that is 
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the jobbers' prices at the plant? 
Lam. not sure. 
COUTLE : It is the realization 


Wat tl © 


frm sales to jobbers at the Imperial plant? 


For 193 adjusted to jobberst prices as they were dur- 
10g vne first Six months of 1939? 
That is right» I do not believe we can eall them 


jobbers' prices but they are pretty close to it. Now 


Wiese ere weyiwhers lL. lets my. discussion as J, recall, 


thet this 15.6% return, which is my estimate on what 
Imperial‘'s operation might be in 1940, is still nothing 


tO be concerned about because if that return is actually 


mealizet during 1940 it is my opinion, that. prices. will 

be somewhat reduced in the retail produzts or some other 
adjustment will be made, such as the products will be 
shipped further South. I think that is the more likely 


products will be shipped further South, due to 


one, “the 


S A 


the fact that there is a little wider margin in the 
refinery operations. with the result that in the follow 


ing year, 1941 perhaps, the plans will run more crude at 


the same price per crude, thereby increasing its def- 
icgiency still further and that Turner Valley crude will 
then actually find a wider market due to the resulting 


improvements in efficiency of the refining operations; 


Now it is perfectly sound to expand the market for 
Turner Valley crude by improving the efficiency of 


transportation, the efficiency of marketing or the ef- 


ficiency of refining and the tendency will be to ex~ 
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pand the market for Turner Valley crude by this im= 
provement in the efficiency of refining, so that the 
crude producer will continue to get the same return 

per barrel of crude out he will get a wider market. 

If that does not take place due to some changes in the 
competitive situation, the other change is that there 
will be a slight adjustment in the retail prices, in 
which case the market will not be expanded tut there 
wiil be a decrease in the retail prices; if neither 

of those things take place and the operation con- 
tinues at 5500 barrels a day with nrices as they now 
exist, then there would be an indication that a 
relatively high profit in my opinion would be made by 
the refinery but I want to emphasize----- 

THE CHATRWAN: Why do you contemplate with 
perfect complacency @ high return, what are the 
hazards, Doctor? 

Well I believe the hazards can be best presented by 
reviewing the history of the return on the invested 
Capital in the refining industry, perhaps in Calgary, 
in Canada and in the United States and in the world; 
now it is my impression that the average return of in- 
vested capital in the refining industry in the United 
States is somewhere around 4 or 4 percent, even under 
reasonably good conditions. Wow faced with that hazard 
of getting nothing back, in my opinion there must be 
the promise of getting 13% or more back in order to 
keep the industry in the state of mind and in the ability 
to raise capital from the public so that it will take 


those risks, Now that does not mean it will get 13%. 
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It probably gets much less return than a public utility. 
I was trying to arrive at what the hazard was, it is 

the hazard of making less money at some future time? 

It is the hazard of competition and all of the hazards 
which must be assumed by any business venture which goes 
into business, meeting competition both on the raw 
material and the finished product. 

That is what I wanted to understand. Take a gas company 
for example, they have the hazard of there being no more 
gas? 

Yes, and the hazard of some other competitor, some other 
competing firm coming in. 

And a person putting all his money into an oil pool takes 
the hazard that the supply may fail? 

They take a bigger hazard than the refinery. 

But when you come to the refinery, if they do not get 
their crude from Turner Valley, they still get it from 
some other place, perhaps at a higher price, but they do 
not cease to operate? 

It may. If it does not get its crude from Turner Valley 
but has to bring in Gutbank crude and refine it and ship 
it back South, it is at a very great disadvantage and is 
faced with the Cutbank crude being refined South and com= 
ing North and therefore he may find himself that he has 
a big investment in the refinery and all he can supply is 
a little area, Calgary and North and he would be then in 
a rather unfavourable competitive position then with the 
refined products coming from the South and he is not 


assured that the Dominion is going to put a tariff on; he 
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takes all those risks when he goes into the refining 
business and it is my opinion they ought to see a pos- 
sible return of at least 13% before they are justified 

in going ahead with the venture and I say a return of 
about 1537 in 1940 on their new plant) which I think is 
perfectly proper. I do not think they would be justified 
in building that new plant if they have only say 5% on 
their investment after they get it in; if they were 
guaranteed 6% on their investment of course that is a 
different story. Now that is just my analysis of the 


situation. 


¢ 
os 


MR. FRAWLEY: Dr. Brown, would you mind 
exploring what the Chairman suggested to you a moment 
ago, if they had not got Turner Valley crude they will 
use Cutbank crude and if it fails, they will use Wyoming? 
No, no, we cannot say that. Here is a refinery in 
Calgary; in order to refine Cutbank crude he has to bring 
the Cutbank crude from the field and depending upon the 
freight rate that he gets on the crude, as compared with 
the freight rate on finished products, he may find him- 
self in such a position that he cannot bring Cutbank 
crude into Calgary, refine it and then meet the com 
petition of the finished product coming up from the 
Southe 

What did he do before Turner woliey Wee found, in 19562 
What did he do? 

He pushed it right where he is pushing it today, right 
down into Montana? 


He had a refinery at Coutts then. 


ae eo te ne 
~ GIR RL = 


yacht ad? oft adda aif sit eae second t | 
mann os on 0 ayo ‘qate no fae@e @ at i ‘iow 5 at ha 


ae eas 
aH 


pottivas, oe wat azote’ Res ‘ova ta Ve to ahd side 


quer 
, - 


to pasion a Siti z ine owiiior oa ae monte: 


ey vy # Bie Lae 


AP si 


ek, Anta “ hos Av Kaan 1 wert teat 9 Oats ae got anode >a 
UJ 
bart thas, ad bipow ae {3 porcy ‘ton ob ak ~esqog yltoerreg 7 


she Pa 


by "— 7 
A a cae . 7 
ao ed Te eta owed ont ah ‘Saaie wot ao eetbhtad ae Pe 


exew gous Li pat ef tegetedd avis tasetaovet set ; ‘y. 
» 


Ee a” 


eat ¥eeo Geneon ho is Haart sehetd re) we beet meta 
ag? ie efex inne yz Hesk: ak cc i WOH vysote prone | 7 


wit ey Aivew ,twoul .tf . YALA AE ad yy f 
i 4 po eG ; 7 
Thane @ Hey OF hi bala li amc tent agi sa <nat watrnlaee > 


Ei zw waits shriek eels WV tem? roy fost bed vere bya O88 e}, 
Mee works ave £08 wads nes ei DP bas ehuaD saad oa _ | 
ee ee rae & Be ston dette hid dove oa aa soit! A a 

BENG OF HAD OR eee ES TST athe of xabing ae “Fereaheo 7 
aut eae Mato o ey ts Reese ry mat ofbureb niga sit - 
yak ; hetwenae a8 ane sag fei utop eft $ ait ‘Shes 


» 


7 ee os 
ue ; oe 


eo” feck % sal ‘ur end done mE Destatare 99 eter 


aa rs ek =e 
Rois ome si “i toekrat ed tat exe 3 ry foe at 


mmo ont Bas a atgitt bas fe ahter ‘y 
act aw cae “gatos henona beat 


at ees 


Reet at lions, aan "ester 


ikea ane 


Heat cide oe 


ii Ye - 
ooo ay dpe 
7 ” 
sashes 2 


ih) As “aus 
7 jet mie ‘ 
wa Z 

ee 


Dr. G G. Brown 


C3 
10 # 14,217 + 
Q He had a refinery at Coutts? 


Oh yese- He makesan investment of $5,000,000 in the 
refinery at Calgary and then finds he has to jump that 
investment or take it up bodily and take it down to 
Coutts; the British American bought the stuff at Coutts 
and brought it up to Calgarye+-- | 

Q But you know they are now sending it right back, all the 


way to Coutts? 


A Sending what back? 
Q The products of Turner Valley crude? 
A Yes, but supposing Turner Valley crude disappears and’ he 


cannot get Turner Valley crude? 


Q I see what you tiean? 

A Then he has to move his refinery and that costs a lot of 
moneye 

Q They would have to go back to their refinery operations 


at Coutts, you suggest? 
A Or else go out of business. 


You know of course that they oDlLy supplied Southern 


Alberta with the Coutts Refinery and that they operated the 
Galgary Refinery for all the rest of Calgary even as 
far back as the days when they haa to use Wyoming crude? 

A That is what I said, that the refinery at Calgary would 
find itself in a position so that it could only supply 
economically and on a competitive basis that part of 
Alberta you might say from Calgary North. 

Yes? 
And they have a big investment in a 6,000 barrel plant and 
they find they can only run it at less than half capacity 


and as I say the refiner has no assurance that if he 
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ee 
cannot get Turner Valley crude the Dominion is going to 
put a Tariff on the crude which comes in. 

Q hike NOLAN; and the crop situation? 

A Well I was taking risks which are risks involved in the 
oil industry; in addition to those he takes all of the 
business risks of any business Venture, which is supply 
and demand, and those other factors, and if the demand 
falls off for products as it dia in 1932, 1933 and 1934, 
then, although prices remain as-they are, his return may 
drop to 2@or & percent or nothing, simply because he is 
putting less crude through the plant; now those are what 
I mean by the risks which must be assumed by a company 
or an individual that goes into the refining busineas;{in 
order to induce him to assume those risks, he must Bet 
possibility of getting a large return, it does not mean he 
gets a large return but he must see that possibility be- 
cause he knows there is going to be certainly some lean 
years; now I say a possibility of 154% in 1940. 

i THE CHAIRMAN: And you say for the risk 
run that is not an unreasonable thing? 

A No, it is a possibility now. If it were a reality at the 
end of 1940, if I were the company I would pat myself on 
the back and say "Well I guessed right in putting in the 
plant", and when that return is reached I believe some 
adjustment would be made as I have described, wider 
markets probably for the products from the refinery or 
possibly a slight adjustment in the prices; assuming of 
course that the demand for the products continue and they 


continue running the plant to near capacity. | 
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MR. CAMPBELL: That means, Doctor, ¢1.86% 
in the field? 

That means $1.35 F. O. B. the plant. 

That means $1.264%? 

I an discussing now only the refinery operations and it 
is a simple matter of arithmetic to go back to the field. 
You are suggesting $1.30 in the field? 

I still do and I am not changing any of those statements 
but at the preseut time I am discussing the refinery op- 
erations alone. If you want me to discuss the crude pro- 
ducing and the refinery operations together, it becomes 
more complicated but I am willing to do it. 

I am not suggesting that but I am suggesting that if that 
suggestion of yours is carried out, that that 15.6% was 
carried out, the price would be reduced at the field? 

It would reduce it by 4% cents a barrel. 

And considerably reduces the percentage? 

That is right; in other words in our recommendation , 
would indicate that this percent of return would not be 
realized. 

That is the point I am making? 

And perhaps I have unconsci®usly taken those factors into 
consideration, that this looks like a pretty profitable 
operation for the immediate future and that I believe 
that, because it is a profitable price, they will be able 
to expand the market by the percentage of marginal crude 
which I have not mentioned and in which case they will 


run even more crude in 1940 if conditions remain favour- 


able. 
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Q MR. FRAWLEY: Now what are the other 


reasons, the first reason is the failure of supply of 
Turner Valley crude and forcing them to Cutbank crude, 
which you say is going to be an additional risk? 

A Well the real risk, to wat right down to cases, is the 
risk that any business of this kind assumes. 

Supposing for example 
something happened in 1940, instead of being able to run 
and market 5500 barrels per day, they are only able to 
run the same amount they would have run in 1958, which 
is 4750 barrels, then freee return drops to 12.8%; sup- 
posing in plate of that the crops fail and everybody 
curtails and they only run 4,000 barrels, it will not be 
long before they get to the point where they will have 
no return at all; now those are the ordinary business 


risks which are always in sight. 


Q Those are risks which attend the pipeline operation too? 
A They attend every one. 
Q THE CHATRMAN: There is one perhaps you 


heve not mentioned yet, as I remember it you have not 
mentioned it, doubtless you have taken it in mind and 

it seems to me a risk that every refiner takes; the 
growth of the refinery has been amazing in the last 60 
years, has it not, and the very fact that you are able 

to produce which you are today from a barrel of crude 

oil indicates rapid change in the technique and tech- 
nology of refining and a plant which you put up today and 
in which you put millions of dollars, in the next year or 
so, through some invention or improvement in which you 


have invested money,for the good of the industry, vour plant 
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may become an Obsolete plant? 

That is right and that.is a very real risk. 

THE CHAIRMAN ; Well we will rise. 
(The Inquiry was here adjourned to be resumed at 


oP. AP.) 
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MR. FRAWLEY: Now Be Brown just one 

more question on the rate of return . The 13.1% which 
you have put down as the low for rate of return to a 
plant of this kind opereting under competitive conditions 
is a rate of return which hes to do with the actual sit- 
uation namely, the competitive situation, competitive 
conditions? 

A Wesrvsimrecarc thet as a fleurs thet should certainly be 
indiested by these estimates and computations before any 
company or any business group would be justified in go- 
ing ivio,the,business or putting in the plent. 

Q Now I would like to have, it might be useful to have and 
JeWOUld dake youesto give me if you can, the relationship 
between lenChieperecentage of rate. of return end using your 
estimate of the 1940 operation by Imperisl, what thet 
means translated into gasoline prices. 

A Ifathne gasoline price at the refinery were decreased .15, 
thet is 15 points, 15/100 cents per gallon that would have 
the effect. of decreesing the return on the invested capital 
by 1% essuming ell the other conditions remained constant. 

Q Or apaiia te, itwihe other way for seach rate of return, thet 
one might -- for each percentege that one might decrease 
the rate of return that would mean or justify or warrent 
S oecrescen Wie tne 1.0.6, refinery price of 1S points on 
gesoline, on the averege of all gesolines? 

A Well.they are directly related. That is they go together. 
Tt is not one warrants the other. One is brought ahout 
by the other, assuming all other conditions constent 
except the price of gasoline at the refinery. Assuming 
all other conditions constant then an increase of 1% in 


return would be brought about by an increase in gasoline 
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decrease. They are then tied together when you set up 
conditions on that basis. 

THE CHAIRMAN: For each percentage of 
decreases of return ; that is lst us say a drop from 


TS Le Oe oi 


MR. FRAWLEY: Or taking the actual <-- 
MR. MCGRATH: Thet is not the actual. 
THE CHAIRMAN: The witness says 135.1 


ravenoryreturn israllo right, 

A Thet is the minimum which ought to be indicated by 
computation certainly before any compeny is justified 
in going ahead with the operation 

Q Accepting thet as the proper minimum, then if the rate 
Of WeturmaApssaotrefsesd from 15.1 to Levi? 


A Oreeytiromeiszcdeto Loii, 


MR. FRAWLEY: Stick te your number 13.1 
$O. Paes. 

A Tt amounts to the same thine. 
THE CHAIRMAN: After thet happens what then 
happens? 

A Theat wuld be brought about by ae reduction in gasoline 


prices of 15/100 of a cent per gallon, assuming all 

other conditions remain constant. 

Brought about by what Doctor now again? 

By the reduction in gasoline price at the refinery of 

Lode perms Mon pVLsy IOO%or a cent per gallon. 

MR. COMMISSIONER LIPSET?: Would: that be equivalent, 

Dector, to saying that if you take a cent off the price 

of gasoline that would take about 64% off your figure? 
A Approximately. 
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-15 is about 64 times -- 

If you take 1l4¢ you take 10% off. l¢ you take off about 
64. 6.7%. 

A jecresse in return of 6.7%. 

THE CHAIRMAN: ls¢ less for gasoline. 
Means a difference of 10% an the return of invested 
capital on that estimate, or my estimated operation 
tor=imperheal in 1940, 

And ’you ‘seis i¢g;just-to save calculeting, le less for 
gasoline -- 

Is about 6,7% in the return on invested capital. These 
are pri‘ces Tor ail gasoline, the average price for all 
gasoline. 

MR. FRAWLEY: © At the refinery? 

At the refinery. 

Nothing 40 do with tank wagon at all, of course? 

Well only insofar as the tank wagon affects the price 
at the refinery. Would you like thet reflected on the 
crude. 

Yes, What it means reflected in crude prices. 

An increase in crude prices at the refinery of ebout 32¢ 


—"ie thevithe figure J had this noon? 


Cf about 34¢ would decrease the return on invested capital 
about 1%, assuming all other factors to remain constant. 
MR. COMMISSIONGR BIPSETT: Thet is 34¢ per barrel? 

Per barrel of crude yes Sir, at the refinery. 

And thet womld reduce -- 

And that would reduce the return on invested capital by 


about 1%. 


MR. FRAWLAY: Which means that if the 
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price of crude wes reéduted Shy per barrel and the fio.b. 
price of gesoline rémaining as they are, that would mean 


a detrease in the raté of return of 1%? 


A Assuming thet the operetion is as I have estimated for 
1940. 

Q cing for ae basis always your estimate of the 1940 Imperial 
Operation? 


A Thet is right. 

Q Now I have only one more question and it is of a different 
nature. It arises directly out of what you were saying 
this morning though. The fact is as you are aware from 
the evidence that imperial Oil is selling gasoline through- 
out the Province of Alberta? 

A Yes. 

Q 71eTr6 is en economic line you say somewhere south of 
Nobleford ,that regardless of the existence of that Line 
they go directly down to Coutts and throughout the whole 
Provinee and every corner of it. I put it to you in 
this language and you can discuss it in any kind of 
language you like, where does the Imperial Oil get the 
money to enable them to sell thet gasoline beyond the 
economic line? 

A First of @11 it is not an economic ine, it is an economic 
fringe, which has to be computed on the basis of certain 
through-put through the refinery, assessing against all 
of the oil which is processed by that refinery at pro-rata 
operating cost . That market may be extended farther into 
the competing territory or the fringe may be widened by 
Whet I choose to call the principle of marginal crude, if 
we take as an example a 3500 barrel plant yeaa ne in 


Calgary on 2800 barrels per day, thet is 80% of its totel 
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capacity, according to my estimates on my paper plant 
the 3500 barrels per day may be run at a daily operating 
cost, including depreciation and all fixed charges, of 
$1,535.00. If they run 2800 barrels, which is 80% of 
the capacity their daily cost will be #1,465.09. In 
other words by increasing the through-put through the 
plant from 2800 barrels per day to 3500 barrels per day 
the daily operating cost has been increased only %70.00. 
Therstore, if they have a market in Calgary or northern 
Alberte which allows them to operate at 2800 barrels per 
day and they can get an additional market which will en- 
able them to operate at 3500 barrels per day they could 
afford to take on that additional market on the basis 
tieveouer reliming cos, is only LO¢g per “barrel for tie 
700 additional barrels, although their refining costs 
for the 2800 barrels that they were previously running 
was 52 4/10 per barrel. In other words that marginal 
crude over and above the 8800 barrels that they are 
running per day can be figured as being refinable at 

a Cost OG 10g pér barrel or for 42¢ per barrel 1ess 

than the average of the 2800 barrels. Therefore, they 
have 40¢ a barrel certain that they can use in cutting 
the price in the remote territory in order to gain more 
market which will eneble them to run additional 700 barrels. 
Now thet 40@ per barrel figured back on gasoline amounts 
to 1 2/Se¢ per gallon of gasoline. However, if they can 
sell an additional amount of refined products at a decreased 
return comparable to 1 2/3¢ per gallon of gasoline and 
thereby increese their through-put from 2800 to 3500 
barrels) per day, they) are not Fete ae any loss at all on 


the inereased through-put. If they can do it at a cut in 
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price of only l¢ per gallon they are making more money 
and it is a profitable venture. Now you cannot draw a 
line and say that is the economic line beceuse the cost 
of producing the product depends upon the amount of 
crude run at the plant and by running the marginal crude 
the cost of producing that sdditional product is less 
than for the reguler product that was produced thereto~ 
fore. 

Q Cannot you take your line or your fringe and then run 
from there down to the border, take the whole of the 
uneconomic area you might call it? 

A Nhat ane agua area? 

Q Beyond this economic fringe of yours, at a point where 
they are not getting back Calgary plus freight. 

A All right, 

Q All right.; If you can work out the number of gallons 
which represents the amount of crude that is rsquired 
to supply the number of gallons of gasoline? 

A Yes I have done that right here. 


Then you say thet can be run, thet extra crude can be 


& 


Pil jeu e very ow cost per barrel, ebout Log? 


A vos. 

Q After Theat is all done? 

A Yes. 

Q Has the money thet has been spent in freight to take it 


down there, the difference between the posted tank wagon 
which is posted at Calgery plus freight, it is all taken 
up by the saving or is there still something that hes to 
be paid out? 

A Cito. (ite 16 ell taken up. There mieht be es Little 


additional profit in thet marginal crude which may in tun 
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be reflected in '& saving back at Celgery. In other words 


the refiner by actually cutting the price of the refined 
product in order to get a wider market may cut his total 
cost so he then will be sble to cut the prices back in his 
home market and still make just es much money. 

MR. PLOTKINS: Does that not apply, Doctor 
to the position of the independent refiner in Regina trying 
to go.further ast? 

It epplies to every refiner everywhere, 

So that the Imperial is not exactly in that position when 
they have a refinery at both ends and can choose which is 
the moet economic? 

I Willdiscuss thet if Mr. Frawley asks me to or if you 
ask pme stoi. The same rorinciple appliéss but it. resulive in 

6 shiesht ly different solution as I told you this morning, 
I think, Major, that that is a suggestion that might help 
in answering your question that you asked me last June 

as to why it is possible for the Texas Company ,for example 
Lo) shipeeasoline Trom the btates say up into Northern 
Alberta. Although it may look as though they would be 
teking en awful loss, that the principle of. marginal 
erudésmay really wipe out thet loss. in othsr words they 
are running edditional crude in order to get thet market 
and that additional crude thet they run is figured at a 
very low operating cost. Therefore thsy may be actually 
taking no loss at all on thet gasoline marketed in remote 
territory. I have not analized thet situation but that 
principle could be applied to such a situation before we 
draw any conclusion . 

THey CHT AVLAN: Do you went a few minutes 


Mr. Frewley. 
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MR. FRAWL2Y: Yes I think perhaps I 
would. 
THE CHAIRMAN : Well then let us 


I take it you want to examihe the witness and be more 
fully instructed than you are on the point before you 
do? 

MP... FRAWLEY: Yes thet is quite rigot, 


(At this point there was a short recess.) 


MR. FRAWLEY: I have nothing further 
to wek. 
MR. NOLAN: DL wonder if | might ask 


Dr. Brown to explain to me one or two little things 
that heve occurred to me. 

Q Dr. Brown in the estimate of what the new Imperial plant 
will do in 1940 you have taken a figure of 5500 barrels 
per day? 

A Theat te correct, 

Q As I understand it the figure of 4750 barrels was the 
crude requirement to make our products as we required 
them in the 1938 operations? 

A Thet is orrect. 

How do you arrive at the difference between 4750 and 5500? 
That is simply my estimete of the increased throughput 
that the Imperial plant will probably be able to run in 
1940. 

Q Yes, that in a word is assuming that the conditions in 
1940 will be better then the conditions in 1938? 

A They are at least different. 

They are different on the side of increased through-put? 


A Chet its ri gat. 


ECD yatta mete 7 
ot ee a ay oF hae / 
i ae ae - 
fesse tk See cs a 
gations. isis reeutiv on satwakte of tn 8 boy Whe Sint.2 sie 
ay a fe eae : : ee to 7 ae 4 # 
VG i : 4 Ae , on > ~ _ 
> a, Or iitiboxy Gat 1O- - 9m Ay eRe neni sa wh Loos : 
Ps ix iets aoe is aN aah al y wy a Pe 
- 3 ws 
3 : ie ae 
fe 4 ae 
ee A il ie i ei ‘ q 
-Th4tn sttvp wl 4 ata 7 
hy ‘ . A 
i es m 
Y a ~ > i . — 
SHH e 1 Foo SSW fl sli azite a) 
’ Ey 
3 . %. Cale ‘ M 
E Teo Ft lt f mieyvan ft 
; 
rire 
ao 
eae stieim | tr briow s 
‘i a a a + 
: — : 7 nae 5 — 
Besuroy ef td LJ Owed TO emo Sr Las shag 
5 e 
ies eee - 
We acest ; 4 
Bd, Ta ) testy to ¢ 
‘ « Bo Mises ay ts j 
ea eat ( > 1. taht & Aeaed 
f 
es 
. ca he a eae : Wy 
4% f aerial pes : a ” 4 a n 
‘hi ad Bal Pea 1D ea) arrest: & i “+7 iy abe uy ef als 
; fi Tm "s * 6 : ms a 
Ore a Soc ose iy 
betivpet ew da etogbrmy Wee 18H od drkemers t é 
cle $ RES kang ‘ cate vy ee 


Rule, =) ra a : Sand te anogor BER rf edd 5 ‘= 


: , » ae Vie sl x oy mek. 


oe, i “i eu 
i 
if 


“7O0ce fae OTS nested armeqs ereb aulit Pe eure 1a BOE 


obey) 
t : ee oe Bs ofl 


xy. 
teg-dyugomis: Peeeotonl sede Bo: eset ie gn “i 
_.) St aut ot efde. od eid 4 + Coty dneic 


* uJ 


nos op -Bfted) LBagS edt suey 4 
4% : roar 


Drs 


rt © 


a 


-14,230- 


Ge (Gs “Brown 


And that volume as you told us this morning it just 
depends of course to a véry large extent in this country 
on the crop conditions, which ih turn govern market re- 
quirements. 

Theat irs) rent’. 

Then Dr. Brown, you discussdd what you call your large 
plant, this large single plant of 10,000 barrels per 


dey capacity? 


Operating at. capacity? 

Theat is*rpeht. 

Well I cannot quite visualize this large plant Dr. Brown. 
Who would run it? What would it be? 

I really do not know. I-was asked to consider that 
possibility? 

yes’. 

I have tried to consider that possibility on thet basis. 
Tt would be highly monopolistic would it not? 

Tt would b2 a monopoly absolvttely. 

MR. FRAWLSY: It would be one plant for 
all the eee refining requirements. 

MR. NOLAN: It would be one plant for 
all of the Calgery refining requirements,operated by 

the Government? 

I do not know. I+ would be a complete monopoly of all 
the refining activities in Calgary. 

MR. FRAWLSY: It will be Refineries Limited. 
You have heard of Distributors Limited. 


MR. NOLAN: Thet hes tto,,do with: beer. 


Well Dr. Brown in arriving at your rate of return on your 
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large single plant you said something this morning about 
safety devices, what was that? 

A Some operators consider they need more men on a shift , 
perticularily in a small plant, in order to have avail- 
able a sufficiently lerge crew to handle fires and other 


emergencies. 


Q Yee. 

A Vther operetors consider they do not need so many men. 
tere eou.riaurestheat Ls.correci no One can sey, 1 
have chosen the smaller operating crew for the seme sized 
plant than appears to be the operating crew that is to 
be put on this new unit of the Imperial Refinery. 

9g You were ~on »hhe conservative side? 

A I was on the coneervative side so fer as operating expense 
809s bu.) On thé, risky side 6° far as the safety of the 
plant .-Ls;.concerned. 

Q Innibthe Ol described this Operation of this Large singel 
plant unit as an extreme case? 

A Yes as it represents a complete moncpoly which is an 


extreme case: Secondly it contemplates a plent which is Sper- 
sning right up to full capacity every day in the yeer 
Which iS also @ very extreme case. 


They do not do that? 


ce) 


A It would be very nice if they did but I do not know of 
any plant thet is actually able to do that. 

Q Under the administratian of one single plant vested in 
some company or body would not that snd sas your bold 
us before, to destroy individual initiative? 

A Well it would. Intividual initietive would be destroyed 
because this would be a complete monopoly. 


Q Thet particular set-up of individual initiative would be 


C 


os 
ey 


wy 
we a) 


me 


ate 
Bes 


a 


« ang 
rs pA Foon ~ 
= or 
ai ° 

‘ 

ce 
3 7 
. - ~ 
’ 
ian me 
Fi ae? . : 
we 5 
Boe 
a x 


a 


ss 


To 
yl 


oO 


-14,232- 


G. G. Brown 

gone? 

Yes. 

And thet would have cn effect.on 4 too, as you say 
technical development in connection with the industyy, 
would it not? 

It usually does yes. 

MR. FRAWLEY? it does not with A.T.&7, 
very well. 

No, I bekieve the American Telephone has kept in the 
forefront of technical development. But there you have 
avery large comnany which is fully and completely ea 
Puplic Utility. it seems to me that if you are going 


to consider a single plant in Calgary, processing all 


of the crude for the Calgary territory the only sefe way 


to consider it is on the seme besis as a complete monopOly 
Operating as a Public Utility. 
MR. NOLAN: Yes 1 follow thet. Tien “in 
projecting this operetion of this new plant into the year 
1940 you of course took no consideration of war conditions? 
No. Specifically [took no consideration, 
Arising out of thet you made no allowance in’any of your 
celculations for the exchange problem thst has been created. 
by war conditions? 

I have not made any such consideration. 
Thank you Doctor Brown. 
THE CHAT RV AN: I would like to know if 
I understand you right. First I take it thet you think 
there should be no reduction in the price paid for crude 
Cll Bun lworner Velley? | 


Tew he, correct. no redu.ction. 


‘And secondly that the two me jor companies operating in 


. i hee) oA: 


oe 


A aan ee 
SE Aes an RM 


att ine. pire) 


Dr’. 


> oS 


-14, 233- 


G. G. Brown 


this district ere not making a return on investment 

which is unreasoneble? 

May 2 edaborate that. a. little further. (re is my position 
that unless a company can see a probability of earning 

13% on its invested capital, or more, they will not be 
justified and they will not meke further investments to 
improve their operetion J Now thet is r@ther interesting 
in view of that Penal elen of mine that in 1938 the Imperial 
earned 12.8% on their capital investment, which is just 
about the 13.1 that I have arrived at. Having hed 12,8% 

in 1938 they apptrently came to the conclusion that it was 
time end they were justified in making further expenditures 
to improve their pie, e rurthermors, if =—-d fo not know 
whether they did or not - that if their estimates are 
comparable to mine their figures would lead them to the 
conelusion that that plant stands to make 15 or 153% on 
their Gavescted capital in 1940.- if their conclusion is 
also tthe same as mine that 13% should be in the cards, as 
We Saye" Deore they £0 -ehead, that is the:sienal to go 
enesd end ouiid @ new- plant or extending their old one, 


and that is exactly whet they have done. The same situation 


aes, 


exists very closely with the British American Refinery) ET 
they happen to agree with my figures, that is thet 13% 
should be clearly indicated and possibly something more 
in tne cérds before they should.build their plant, based 
on their own estimated costs as revised by the figures 
obteinsd by Mr. Harvie, their estimate for 1940 shows 

an ecrning of 12.9% and based on the estimate they appar- 
ently made in June and gave me in June, their estimated 


earning was 14.6%. 
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Therofore in June when this plant was just about finished, 
it was clear that they must have had in mind the possibility 
of earning more than 13% on their invested capital; ( now it 
is rather interesting to me that both of these companies, 
assuming as my estimatc,indicuted eernings around 15% on 

the investod capital,that both decided to go ahead with 
extensions and new plants, and that they did not decide to 
do that until after the year 1938 when the return to the 
Imperial was about 128%. . Wow that does not mean 

thet that 14% is a rigorous figure which should be regarded 
@as a proper return to these companies on their working 
capital; what it means is that, unless they are ina 
position to earn 13% or more, in other words thoy must 

see the possibility of earning more than that, it is my 
opinion that business judgment, undor conditions as they 
existed last year, would indicate that they should not 
expand and further develop the plant. Lf the oarnings 
should average over a period of «0 or 30 years say 8% on 
the invested capital, I should think that might be 
considered as a fair return but in order that it will 
average 8% they certainly must be able to soe the possibil- 
ity, and in some eases the actuai fact of earning more 
than 8%; in other words, 8% might be regarded as a proper 
revurn form e@ public utility. I have not given consider- 
ation to conditions in Alberta and I do not wish to recommend 
that 8% is a proper roturn. I am taking that simply as a 
figure to use in my discussions. 

THE CHAIRMAN: Now what I want to try and find 
out is what concretoly emorges/ from your very interesting 


discussion of this whole matter; we have, as I understand 
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it, the viewpoint that less money should not be paid for 
crude, that is one thing to start with? 

A That is right. 
I understand, socondly, to try and put the whole thing in 
a nutshell, I understand secondly that you think that that 
being the minimum prite for crude and there being nothing 
startling to show bhat there i8 going to be a change in 
thé cost of operation, that it is fair and reasonable undor 
all the circumstances in Alberta today, that they should 


have the return on the inveated capital that they are now 


getting? 

A Which is approximately 12.8 to 13%. 

Q YeSe- 

A Yes. 

Q And so to go a further step, if the prices of crude should 
not be reduced, it would follow that any reduction in the 
price of gasoline which would have the effect of giving a 
lesser return to the refineries is something which should 
not be recommended, in your view? 

A At the immediato present. 

ee) fe 
Yes. May I go a little further with that, I am assuming 
the price for crude feow.be the refinery at 1405. | 

q Yes. faa 


A And if thore has been a change in that feoebe refinory 
price for crude, that change would be reflected within 
those limits in the prices of the finished products, or 
in a wider market for Turner Valley crude, as I tried to 
indicate this morning. 


Q Yes. Mow the reality is what, the price to the refinery 
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MR. FRAWLEY: Is less. 

q THE CHAIRMAN: Is less than $1.35?° 
MR. FRAWLEY: Yes, 54 cents less. 


A 5= cents in Calgary. 


MR. FRAWLEY: YeSe 

Q THE CHAIRMAN: Now where does that bring you,. 
Doe tor? 

Ls Woll the 54 cents decroaso in the priee of crude would have 


inercased tho carnings from the 1938 operation from 12.8% 

to, probably to about 13, well probably to about 14 or 14 «2% 
Yes? | 

Probably. Now that is my personal opinion. 

Q, Yes, and now as I am appreciating what you are saying today, 
and I want to be sure I am right if I am, you said 13.1% 
was your minimum but you thought that this greater percent- 
age which you have last named was not out of Line? 

4 That is right. 

Q And 6 T right in thinking that even if we had the power 
hore to offect a change in the price of gaSoline to the public 
by way of reduction, that it is a power which we should not 
exerciso beccuse it cannct be exercised in fairness to the 
refinories, is that the net result of your view? 

A If your power is to cut prices only and: not to raise them, 
YeS~e If it ts within your power to cut them and raise them 
and you teke full responsibility for the earnings of the 
company and that you see to it that the prices are raised 
rapidly when the domand falls off, then of courso you aro 
operating the company as a public utility and the rate of 


return should be figured on the basis of a public utility. 
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Now I understand that perfectly but we are not at the moment 
treating it as a mblic utility. 

We are not treating it as a public utility? 

No, we are just taking the reality es it is. 

Then il would: ---= 

Just step by step, to boil down your conelusions to the 
things that we will be invited by somcone to deal with, you 
soe, Doctor? 

YoSe 

And I say we have no woblie utility at all, wo have this 
competitive world of which we have heard; you have examined 
that position and you have said that the price of crude 
today is at the minimum; the minimum return to the refinery 
is so much; that the greater return which it did in fact 
experienee was not out of line; a fortieri if £ understand 
you aright, any reduction in the price of gasoline at this 
tims, by the refineries if you like, would be something 
which would not be called for? 

I think that statement is correct. 

Yes? 

In other words it might be desirablo from their point of 
view possibly to make some adjustmont in some of the prices 
as conditions change and so on and those changes are 
indicated but I do not think there is any point where tho 
prices is so seriously out of line that a definite recommend- 
ation should be made at this time for any reduction in the 
prices of finished products. 

In short, you think thet the operation as conducted today 

in respect of, at least, the two companios into whose 


affairs you have examined, Shows a picture that is not an 
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unreasonablo one? 
A That is right. 
q And that there should be no outside interference with it? 
A That is right. ..It is qa favorable situation in my opinion 


but it is. one of those favorable situations which we must 
have ina period of years in order to koep the industry 
in a sound condition, to tide it over the lean years: 

Q Quite so, and you say that the only alternative which 
presents itself is the alternative whereby the profits 
may be redueed on the assumption that the body reducing 
the profits is able to insures a propar profit; in other 
Words; a public utility? 

A I think that is summarizing my point of view very well. 

Q MR. FRAWLEY: And let there be no mistako 
about it, Doctor, putting aside the question of a public 
utility, then you would not interfere, regardless of what 
the profits aro, you would not suggest any interference, 
regardless, you would still sey that ho reduction was called 
for, to use the Chairman's expression, regardless of what 
the roturn was? 

4 Oh, no. 

Q Well what is the difference tne? 

Lb If I saw the refineries making a 100% return on their 

invested capital it would be my opinion that a reduction in 
the price of finished products was certainly called for. 

Q And how would you bring that about without declaring it 
and treating it as a ~ublic utility? 


A In my opinion it would automatically be brought about. 


QD 


Quite? 


A By the competition which I conclude is in sffect in Alberta. 
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Q You are leaving it again to competition? 
THE CHAIRMAN: As 4 understand the witness 


there are no circumstancos in which he would advocate 


Governmental interference. 


Q MR. FRAWLEY: That is just what I want to 
get at, you said 100%, which made it a little bit absurd, 
if I may say so, but if it was 20 or 30%? 

A I still believe that a reduction in the price of finished 


products would be brought about but if --- 

Q But my suggestion was, would i% be called for by this or 
any inquiring board and your answer is "Nos"? 

A Woll, Mr. Frawley, that lsaads us right back to where I have 
been, oh ny é sumption as £ told you béford, that all my 
statemehts and computations and everything else are based 
on the application of the principles of competition and 
economic development and economic operation, which is 
the only basis I can use to apply to the situation here 
as I believe it now axists. 

Q Well assuming that and using that --- 

A Wait a minute, if you are willing to change the situation 
as it now exists and give me your basis on which I can draw 
Some cone lusions, I will give you an answer but in my 
honest opinion you are asking me to assume some thing whieh 
in my mind is an impossibility and that is that for eny 
long period of time, more than a few weeks or months, a4 
Situation would exist that these companies are getting an 
enormous return on their invested capital and an enormous 
return 7 would say might be, I would say 100%; I cannot 
conceive of that situation coming about with these caiditions 


and the facts as I now see them in Alberta. 


a 


a tet 


B 
Dr. Ge G Brown 
Q Dre Brown, if you had found that thero was a rate of return 


here of 30%, instead of what you did find? 


A Greater than 30%? 

Q If you had found 30 or more, not much more, say 35%? 

A Your 

Q Snd you had been asked the seme question that you were asked 
a moment ago by the Chairman, - now it is not a public utility, 
just remove that entire. y from your thoughts, - it is a purely 
competitive system and a competitive industry, vould you say, 
to use again the Chairman's expression, that reduction in 
price was called for? 

A Yes, I would say that probably a reduction in price right 
now would be called for if in 1930 the return --- 

Gg 19407 | 


A 1938, the return had actually been 30% on the invested 
capital and other conditions are as they now are, I would 


then say that in my opinion the price of refined products 


LS) too Dish or the price of erudo is too low. 

o) Then it is a matter of degreo, it is somewhere in between 
the 30% which I gave you hypothetically and what you found, 
that you would stop saying that a reduction was called for? 

h Eee. a 


THE CHAIRMANS:: L did not so understand the 

Witness. Mr. Frawley. As I understood the witness, he says 

that if it should transpire that the companies under consid- 

eration ha a a return of 30%, that even so, there should be 

no Gowernmental interference because that condition would 
right itself in a matter of weeks or months. 

MR. FRAWLEY: I Soe. 

THE CHAIRMAN: By the operation of the economic 
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laws and he points to competition as the governing factor 


therein. 

MR, FRALEY: Yes, then --- 

WITNESS: That is right. 

MR. FRAWLEY: Then we have been misunderstand- 


ing ourselves on the meaning of the exprossion "ealled for", 
you do not say at any time is it called for by any govern- 
mental bodies? 

Because I do not believe any such condition would come aboute 
You asked me to assume conditions as they are. Certain facts. 
Yes? 

Now from those facts I arrive at certain conclusions. Now I 
cannot draw any other conclusions based on the same facts; 
when you ask me to completely throw out the ecunelusions which 
I have already drawn on those samo facts, I would be hopolessly 
inconsistent if I did that. 

No, but you are open-mindsd enough to say surely that if you 
had gone into these booka and figures and found a condition 
of 30% --- 

For 1938. 

You can assume that? 

Yes, and here I am in 1939. 

Yes? 

And that figure instead of being 12.8% in 1938 was 30%. 

Yos? 

And my estimate for 1940 instead of being 15% might bo 70%, 
and you ask me what I would recommend. 

Yes? 

And I would say in my opinion the price of crude is too low 


or the price of the finished product ir too high. 
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& And what should be done about it?. 

A Nothing should be done about it because is will automatically 
adjust itself very promptly. 

Q I undorstand. 
THE CHAIRMAN: Doctor you say, as I understand 
you, and I want to understand you very clearly, you say 
Nall that I have said is predicated upon a supposition which 


I believe to be @ fact that the competition is real"? 


v2) That is right.. 
Q "And that the only time in which I would turn to anything 
else than the remedy which would be provided by the economic 
laws of a frec and open market would be where I would find 
a condition in which the competition, although purporting 
to be frec competition was in reality something quite different". 
A That is right. 
Q Namely a moncpoly? 
A Zhat is right. 
Q Under the clvuak of open ccmpetition but in reality a monopoly?. 
& YeSe 
Q "And then and only then would I feel there should be govern- 
mental interference."? 
A Yes, and that governmental interferences might take cither 


one of two paths; it might maintain the monopoly as a 
public utility or it might take measures to break down the 


monopoly and restorea system of froe competition. 


MR. Ge F. S. GEORGESCUD: May I ask a question, sir? 
PHB CHA IRMAN: YeSe 
MR. GEORGESCURM: I am Superintendent for the 


Natural Sodium Products Plant in Saskatchewan, at Bishopric, 


Saskatchewane 
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THE CHAIRMAN: YeSe 

MR. GHORGESCUR: I will start first with the 
apology that I have been present only this afternoon down 
here and I do mt know what Dr. Brown has been talking about 
this morning but I gather from what he says this afternoon 
that he made a statoment whereby, he said a company is only 
justified in improving its oquipment and making further 
investments if they have approximately 13.1% prorit? 

Might I --- ” 

Approximately that, as such, Doctor, you gave me the 
impression that the improvements being made by the Imperial 
nov and made by the British American this year, I beg 

to differ -on the point --- 

TH CHAIRMAN: | Now just put questions. We 
will be glad to hear your evidonee if you wish to make a4 
statemont. 

MR. GEA@RGESCUB: My question is, are you assuming 
that merely the 13.1% or nearby was the sole inducement for 
them to make this further outlet in improving their equipment? 
Noe 

There were other factors? 

Yese 

And the other factors I believe outweighsd that, in your 
consideration, of the 13.1%? 

I do not know, I was not a member.of the committe of the 
Imperial Oil Company that decided when they were going to 
build that plamt and I do not know what factors influonced 
them. 

You used that, Doctor, as a basis for saying that the price 


should not be reduged; if that point is not definite in 
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your mind how then can you make the definite statement 
that at no time should the major companies, referring to 
the Imperial, at no time should they be asked to reduce 
the price of gasoline or ordered to, by some body; you 
say they should not be askod to reduce their price when 
they do not make approximately 13.1% profit? 

B Lam afraid that you have slightly misconstrucd what I have 
tried to say; what I tried to say was that unless they could 
see in the future a return on their investment of at least 
13%, according to their estimate, that I doub*ted if they 
would be justified in making the investment; not whether 
they made 13% or not but whether they could sce in the 
future at least 13%. 

Q tL LOW VOU. Doctor, there is another pcint, you maintain 
that the major companies, under the present conditions, should 
be a monopoly, that that would be advisable? 

4 No, L navar advocated that. tT think I am perfectly clear 
on the record on that fact. 

THE CHAIRMAN: Oh, quite clear. The witness 
hes not suggested qa monopoly- 

Q I assumed that. Now there was another one point there during 
the ee on! from all ths statements made here it 
appears that this Board of Inquiry is coneerned entirely with 
the offects on Alberta and #lberta markets; now Saskatchewan 
also consumes oil and the picture changes materially from 
Alberta; as stated, you know, a blankct order that the price 
should not be reduced on the crude on the basis of Alberta 
conditions, do you conceive that that would be fair to 
Saske tchewan? 


f Well I do not consider that a blanket order should be issued 
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by anyone that the price should not be dedfeased; I 
arrived at my conclusion that the pricc of crude could be 
inereased on the basis of calculations for the operation 

at Regina. 

Should be increased? 

Could be increased and I estimated that a price of $1.50 

at the well under present conditions would still be regarded 
as a fair price for crude in my opinion and that was based 
On competition which exists outside of Alberta. 

Way I ask your opinion concerning Regina, you say that at 
Regina the price could be increased to #1.40 here and 
Regina would still make a profit, do I understand it that 
way? 

In my opinion the Regina refinery would still continue 
running Turner Valloy crude; perhaps in a littlo different 
quantity than it now does and over all the operations in 
thess prairie provinces would not be affected adversely 

if the price were as high as $1.50 and that may be of some 
benefit to the producers in Alberta. 

Doctor, it so happens that the Regina plant is a cracking 
plant? 

That is correct. 

It so happens that in Saskatchewan'there are several plants 
that are merely topping plants?’ | ) 
That is true, I believe. 

And those plants have to make products that otherwise they 
would not make from the stocks from which they make their 
products now, while they go through the cracking plants at 
Regina, from the topping plants they go right into the 


markets to supply certain needs? 


1 
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Yes, are those topping plants now running Turner Valley crude? 
Some are and one is hot. 


Y¥oSc 


oD &- & tf 


The point is that they wish to buy Turner Valley crude, this 
particular plant, you know from where I come? 

The one that is now running Turner Valley crude? 

No, we are running Montana. 


You are running Montana now. 


SB &- D & 


If we were to pay 31.50 for tho crude here, we could not 
possibly operate at a profit. 


Well so long as you are not now running Turner Vallcoy crude 


> 


and would not run Turner Valley crude if the price were ‘1.30, 
you ero really not a factor in dctermining the price of 
Turner Valley erude at all, unless the price of Turnor 
valley crude would become so low that you could operate on 
it profitably. 
Q No, the point is this, Doctor, we would, you know, buy Turner 
Valley cruds? 
Yes. 
150,000 barrols a year right nowo 


At what price, 


Set 2) o 


At Calgary, but in order to meet the conditions now there, 
thes priced yshotild note be higher than --- 

f\ What would it have to be. 

$1106 

$1.10, well I have stated --- 


That is the maximum? 


=> > D 


I have stated as my opinion that it would not be worth the effort 
of the Turner Valley producers to cut the price to »1.10 in 


order that you should run the crude and I have also stated that 
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I da not think it would be sound and economical from the 
point of view of the field up here that the price should be 
cut any lower than it now is for the sake of getting any 
further markets, based solely on that one factor of cutting 
the price of crude; now ploase, if there are any members 

of the press present today, put that phrase, when you quote 
me, in the sentence, "based on tho sole factor of cutting 
the price of Turner Valley crude", That price should not 
bo cut for the purpose of getting any widor markets under 
conditions as they now exist, freight rates as they now 
g@xist and refineries as they now exist. 

MR. GEORGESCUE: Thank you. 

MR. CAMPBELL: Perhaps the gentleman can tell 
us what values he gives to the products taken from tho 
Turner Valley crude and what products he makes from them? 
MR. GEORGESCUE: From the Montana crude we get 
gasoline, we get distillate, we get a gas oil, eae light dissel, 


and a heavy diesel and fuel oil. 


MRe UAMPBELL: what values are given to them to 
arrive at the $1.10? 
TH CHAIRMAN: Now I think we will finish with 


Dre Brown, Mr. Campbell, and if you like to call the witness we 
will be glad to hear him. ‘Wo will ask Mr. Georgescus to appear 
as a witness if you wish him to makes a statement, Mr. Campbell, 
butwe will now finish with the witness in the box. Any 


questions Mr. Harvie? 


MR. HARVI3: No. 
THE CHAIRMAN: Mr. Plotkins? 
Mr.) PLOTKINSG ¢ There is one thing which I think 


was overlooked tin this entiro discussion with Dr. Brown. As TI 
understand it it was based on the return to the refinery; you 
did not take into consideration for the purpose of ansWering 


the Chairman's question whether a price reduction can be looked 


£ 
* 


4 
RY : ; 
or va 
= eee 
et fore 
tad : 
A. 
* at 
’ 
2 
1 : 


4 
— = Ar 
se ~ a 
. oie 
2 he 
, eo 


cS = \ 
aoe 
‘ 
at re 
in past 
3 = on 


S ‘ 
Goud 
eal a 


whet 


a 
8 ok 


F * 
sf , 
_ fost ae, 


; =e 
a | 
a 
: aa +. 
poet 
Laer 
a 
& 
' 
o 


a 


04 


lA 


~ 14,248 - 


Dre Ge Ge Brown 


for in the tank wagon price, you took simply the refinery 
price and there is a big spread between the two. 

All of my celculations and all of my statements so far 
stop with the finished product at the refinery door. 
Right? 

THis CHAIRMAN: Wow just let me understand 
that, if Mr. Plotkins'suggestion is that there might be 

& reduetion in price to the consumer by eliminating or 
taking something off the jobber, I would just like to 
understand that, is that it bir. Plotkins? 

Line PLOTEINS: What I would like to see 
explored, ire Chairman, is the spread between the refinery 
price which has been described as a fair and economic 


price at the refinery, they are only making a normel 


profit. 
TH CHATRMAN: Yes. 
ik. PLOTKINS ; Whether that system is 


probably employed, and whether the companies are managing 
their business in the same efficient manner, as they are 
in the refining business, ure managing their business in 
the marketing department in the same efficient manner as 
they are in the refining business. 

MRe FRAWLEY: No, Mre Brown is not brought 
here to discuss marketing. 

MR. PLOTKINS: Dr- Brown's views are just 
up to the refinery door. 

iste FRAWLEY: Oh, sure, 

THE CHATRiAN: Yes, the effect of Dr. 
Brown's evidence is that, at the refinery door, the re- 
fineries should not suffer a heaner price than they are 


now able to command, at their own door. 


’ 


te 


se Lestat & 


Ah 


vs 


Tr. Gs. CG. Brown ~14,249- 


C4 

BA 
WITNESS: That is right. 

Q THE CHAIRMAN: And as I understand your 
point, lir. Plotkins, you say that somebody should ex+ 
plore what happens from the refinery door on? 

Re PLOTKINS: That is right. 

THE: CHALTRuAN; On to the public. 

MRe PLOTISINS: That ie right. 

TH CHAIRMAN: Now is there anything more 
from Dr. Brown. 

WITNSSS: There are sone things I 
was asked to report on when I was lest here. 

Q MRe FRAWLEY: Oh yes? 


h And perhaps it might be in order that I run through 
these, just so the record. will be clear. 
THE CHATRGAN: Yes, I am not forgetting 
you, Mre Campbell, if you want Mre Georgescue in the 
box we will ask him to take the witness stand but I 


think we should finish with Dr. Brown first. 


Q MRe FRAWLEY: All right, Dr. Brown? 

A Excuse me, my notes have got kind of confused. 

Q TH CHATRMAN: Take your time, Doctor? 
A On page 8,933 of the record the Chairman asked me how 


one should depreciate or how one should arrive at the 
present depreciated value of a plant; in my opinion the 
value of the plant should be determined as the value of 
the plant of the company which is operating that plant 
as e going concern; this value is equal to the eash 
investment which the company had left in the plant after 


making proper allowance for depreciation end obsolescenae; 
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if the original plant cost was excessive for the actual 
equipment installed, ean extra rapid depreciation or 
write-off for obsolescence would be required in order 


to bring the depreciated value of the plant at the 


present time to its proper figure. 


(Page 14,251 follows) 
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This would indicate excessively high operating costs. 

But frequently a more expensive plant will have a lower 
depreciation so that the actual operating cost with the 
more expensive plant may be less etn with a cheaper piant. 
In any case the present depreciated value when added to 
the cash expenditure necessary to make the old plant the 
equivalent of a new modern plant, should give a sum equal 
to that necessary to erect a new plant that would bear the 
Same annual depreciation charges and do the same job. 

This appears to be the best possible test as to whether. or 
not the old plant might have been properly depreciated. 
The proper rave tO charge for dépreciation is that rate 
necessary to maintain the value of the existing plant 

such that the sum of the depreciated value and the 
necessary cash expenditures to make it equivalent to the 
new plant would equal the charge for an equivalent new 
plant. Similarly the best way to arrive at the proper 
present depreciated value of the old plant is to consider 
its yealue as 4 producing unit to the company which ig 
Dperauing 1 as a going concern. This can best be 
determinet by comparing the sum of the present depreciated 
value with the additional cash expenditure necessary tno 
produce a plant equivalent to the new installation, with 
the proper cost of such new installation. Perhaps this 
can be made more clear by the application of the present 
SLulavion oO: vue Imperial OL Kerinery in Calgary. This 
plant actually processed on an average over 6,600 bam~rels 
Verray Li TOOS ts thererore, can be comparcd with 4 
modern plant of 6500 barrels per day capacity. The 


original cost of the Imperial plant at Calgary, “that is 
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the. cost.of all useful equipment in serviee in 1988 was 
about $5,200,000.00. The depreciation on this plant during 
the year 1938 was approximately 5.5%, or about $283,474.00, 
This represents a depreciation write-off to maintain the 
value of the plant as a going concern and represents the 
total depreciated value as of January, 1939, of about 
&1),.845,,000-.00. It has been estimated by the Imperial Oil 
Company that the new unit to be constructed by them will 
cost $1,783.00, making a total investment in this plant 
Stubiecarbime Lhe, new unit, 1s completed, and using’ the 
depreciated value as of January, 1939, to be $3,628,000.00, 
which compares very closely with my estimate of $3,570,000.00 
[Ome se mew, plant of 6500 barrels capacity. Sines ohis 
addition. to the old Imperial plant will be paid for out of 
Cepreciation reserves,. which will be accumulated) the 
annual depreciation charge will remain substantially constant 
at about $283,474.00. This figure is also in close agreement 
with the estimated depreciation of the equivalent new plant, 
which I figured as $290,000.00. It is, therefore, seen 
that the annual charges for depreciation are substantially 
the same for the new plant as for the old Imperial plant, 
ineluding the new unit, although the original costs are 
quite different. This fact is clearly indicated that the 
depreciation taken by the Imperial Oil Company on its 
present plant isa proper rate of depreciation because with 
thasecdepreciated value of the old plant, it figures. that 
the total cost of the old depreciated plant and the new 
cracking unit is comparable to the cost of the new plant 
of equivalent. gervice, and also the depreciation rate charged 


by the Imperial Oil Company is substantially the same as 
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that estimated frr an entirely new plant. The object in 
all depreciation charges is to depreciate the plant 
according to its expected useful life and facts indicate 
that this has been done in the case of the old Imperial 

Oil plant. On page 8961 and 8962 I was asked to consider 
those factors which would determine what is a fair return 
on capital and what a fair price for crude and a fair price 


pee, 
for gasoline might be. [ Most of those factors have been 


discussed and I believe it is, perhaps, not necessary to 
do any more than to summarize and say in my opinion a 
return on capital of at least 13% should be indicated 

in Order to cnsure the erent ion of capital to the 
enterprise; Jana that in my opinion a fair price for 
Turner Val ley crude under present conditions igs certainly 
not less than $1.20 per barrel and might be as high as 
$1.30 per barrel; and that although my estimates for 
operations asthey may be conducted in 1940 woulda indicate, 
perhaps, somewhat more favourable conditions to the 
refiners than was the case in 1938, if there is no change 
in the erude oil price and no change in the price of the 
finished product, I believe that the differences are go 
Slight as to be within the errors of my estimate for 1940, 
and that no definite action should be taken to change the 
prices, because the prices are now F. O. B. refinery, 
substantially fair prices. On page 9049 I was asked 
regatding the price of 3rd structure gasoline as related 
to the price of "Q" or standard gasoline, and to estimate 
if I.could the relative costs of producing 3rd structure 
gasoline as to the cost in producing standard gasoline. 


The only basis that I think is at all sound in trying to 


1S 


hy 
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estimate the relative costs of produeing -- the only sound 
pasis which I believe we might use for estimating the 
relative costs of producing 3rd structure gasoline or 
standard gasoline is to estimate what the additional cost 
LO the reriner would be “te produce all the standard grade 
gasoline’ over the cost to produce all drd structure 
gasoline, in the same quantity; or the estimated cost to 
COnVerieord, Structure gasoline to resulear gasoline in’ a 
modern TeLinery. Lhave made calculations. of the varicus 
ways of ding this and those who are familiar with the 
PeOLiIning, 1nCustry Will realize that ig is a rather *CitricwLs. 
and uncertain problem. But I believe that a fair estimate 
Or the increased cost-of producing regular gasoline as 
compared to 3rd Seuatire is approximately lcent perluealdon, 
I get different answers depending upon the different methods 
I use, naturally, but it figures usually between 8/10 of 
a Gene and) cene cer sallon. And within those Vimits 
I believe, periaps, that Tisure might be teken at 11s face 
Velo tneew Lest 9G Lo ne est Lf -can do. Nowe On “wae. 
basis the Peeters Cevunery orice, Or, Peru lear Pasoltie rane 
ord structure appears to refiect approximately the cost 
OLVCCOnVverting, ood stricture inve regular, because the 
Drige.) 2c. | hevespecn advised, at the rerahery 1s now 
Ceo eeeie Po eo LOM esos Be TOLENeShy TOT Ord Structure 
and iO cents per callon coy standard structure. In 
connection with this discussion of 3rd structure gasoline 
I was also asked to consider the statement which I had made 
at one time that the operation of the Imperial Company to 
all intents ani purposes hel@ an umbrella over the small 


independent operator who was producing 4rd structure 
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Dr. G. G Brown. 
gasoline, because of the marketing situation, in which the 
small Aeecrcee of Srd structure was able to obtain a run 
around or short cut in the marketing of his 3rd structure 
gasoline. Tt has been rather difficukt for me to actually 
get the figures and I have just been handed some now, which 
indicates that the average---would you interpret this for: 
mo, Mr. Cottle? 
MR. OCOTTIE: I got for Dr. Brown Mr. Plotkins! 
prices at the refinery on 3rd structure gasoline. Perhaps 
Mr. Plotkins can confirm them. The price to farmers at 
Mr. Plotkins® refinery is 13 cents minus 1 cent, 13 cents 
is the Calgery tank waggon price and 1 cent is deducted ag 
an allowance for haulage. Is that right, Mr. Plotkins? 
tie PLOT INGs Yes. 
MR. COTTIE: There is another price to 
what Mr. Plotkins classifies as the trucker dealer. The 
price to that type of purchaser is 145, less a trucking 
charge of 1$ cents, making nett 121$ cents F. 0. B. refinery. 
The price to special distributors is 13 cents, minus 2 cents 
feuleace Cra nett or lil” cents. And the’ price to one gjopper 
in particular is 9-1/8 cents. are those the figures you 
wish? 
DR. BROWN: LI want the average of those, if 
you can give them to m, the weighted average. 
MR. COTTIER: I could hardly get that without 
knowing the volume of each product. 
DR. BROWN: I have been trying to get that 
figure since last June. 
MR. PLOTKINS: We have given that figure in 


the refinery cost and nett return, that long sheet. 
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MR. COTTLE: The average actual realizations 
InelSe.¢ 
MR. PLOTKINS: Yes. 
MR. COTTLE: There was a change in the price 
in that year? 
MR. PLOTKINS: That was based on operations in 


1938, the statement we supplied. 

MR. COTTE: That would not indicate the price 
to-day. Would it not be fair to assume the average as being 
the price to the trucker dealer? 

MR. PLOTKINS: { cannot say, because we do quite 
a retail] business. 

MR. GOPTLE: apart from your retail, I mean 
the price to persuns who come to your refinery, would not 
Eig waverascs he the trucker dealer? 


MR. PLOTKINS: No, it would be quite a bit Lower 


than that because our jobbers‘ business ig quite a percentage, 


40% of our total. Our trucker dealer represents less than 
20% of our total volume, so that I am not in a position to 
say definitely. I would estimate it around 10 cents a 
gallon. 

DR. BROWN: Well, we just heard Mr. Plotkins'* 
estimate, the average price received for his 3rd strue ture 
Pepe rvOugeLo cents per eelion, although he is (selling ie re te 
farmers at 12 cents and to trucker dealers at 11s cents 

and special distributors at 11 cents, and to some jobbers 

at 9-1/8 cents and some as low as 9 cents. So it is clear 
that due to the marketing policy pursued by this particular 
independent small operation that that operation is able 

Wu ecoOive bes. be rerinery a higher pride tor the: ord 


structure gasoline than is the Imperial Oil Company that has 
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9.2 against these prices which vary from 9 to 1é. 


MR. PLOTKINS: Dr! Brown, I think you ‘are 
misinterpreting the figures there. If you want to make a 


comparison between the Imperial figure of 9.2 and our 
Telinerwy Ligure, Oir relinery Lipure is 9.1eb. 7) Phe rest of 
the figures apply to otir marketing division, which are on a 
comparable basis with the Imperial marketing figures. These 
products are not sold F. 0. B. refinery. The only products 
sold F. 0. B. refinery are the jobber products. These are 
the marketing branch figures, and it is comparable to the 
marketing branch of. the Imperial, so the jobber which pays 
9-1/8 cents, if you take that into consideration and weigh 
the two, I think we could come to some reasonable comparison. 
Perhaps you and I are not clearly understanding each other. 


The price of 12 cents to the farmers----- 


MR. PLOTKINS: That is our marketing branch. 
DR. BRON: Where is that gasoline delivered? 
MR. PLOTKINS: it is delivered from our branches, 


either in Calgary or elsewhere. 

DR. BROWN: It is not delivered to the farmer 
at your refinery? 

MR. PLOTKINS: Noe We do not deliver anything 


to the farmer or dealer at the refinery. 


DR. BROWN: Absolutely none? 
MR. PLOTKINS: Absolutely none. 
DR. BROWN: Now, the trucker dealer, is 


any of that material delivered from your plant? 


MR. PLOTKINS : No, none whatever. 
DR. BROWN: How about the special distributor? 
MR. PLOTKINS: The same way. <All of our 


deliveries are made to the marketing company, which is a 
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Dr. Ge Ge brown. 


separate company. 

DR. BROWN: Are these deliveries actually 
carried from the plant and then re-delivered to the trucker 
dealer? 

MR. PLOTKINS: That is correct, in the marketing 
branch. In the same manner as other companies do it, and 
with the attending costs, of course. 

Well, you are very unusual if you operate in that manner. 
You are the only one operating a plant of your kind that I 
know of that does that. It has been my experience that 
other operations make deliveries to the trucker dealer at the 
Tensnerns 2G toe plant, and it isimy universal experience 
that suchwoperations are thereby enabled to get 4 higher 
PELGS On Laesaverage for their 3rd structure gasoline 

FonOew Bee the; plant than is.a company such as the Imperial, 
which delivers that product and sells it through its 
distributing agents. On that basis it has been my experience 
in the past that these larger companies by maintaining their 
sales organization and the jobber organization hold an 
unbrelia over the. .small independent operator, who is able, 
because of his small gallonage, to short circuit or decrease 
the cost of getting his product to the consumer, and that 

is. reflected.in the much smaller spread in the rd structure 
gasoline between the refinery and the ultimate consumer 

than we) the case in the rerpular gerade. And if the retinery 
of the Imperial Oil; Coipany. sold 6rd structure: Fs. 0O..B. the 
refinery at the game prices as I have observed the 
independent operators, it would always mean that every 

Large refinery would have an excellent profit in the 3rd 


structure or else that the small operator, who is producing 
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only 3rd structure, would be unable to stay in business. 

I believe that that covers practically all of these 
questions which were asked me When I was hére last June. 

MR. COMMIS>IONER LIPSETT: tn reference to that spread in 
cost betweén 3rd stricture and "0" brand of .8% to 1%, 

is theré any reason, Dr. srown, why the same approximately 
rélative spread should not be translated right to the , 
customer? 

There are reasons for that but I have not made a study of 
the marketing set-up in here and I understand Dr. Froy has 
done that. 

MR. FRavLEY: Dr. Frey will discuss that. 

The indication ig that the prices F. 0. B. Imperial refinery 
are in very close alignment with my estimated differential 
eost of production. 

They fan out when they reach the tank waggon? 

That 1 S.0uewoo Colm tions in- the marketing and not due to 
CONdLUAONS IN rer ini ns, 

THE CHARRMAN: any other questions of Dr. Brown. 
Mie PLOTKINGS Have you studied, Dr. Brown, or 
have you had an opportunity to study the relative value and 
quality, Of 3rd gerade casolinés sold by the Imperial Oil 

and sold by the other companies in this territory?. 

10, LI have received no specifications of any products 

except from the British american and the Imperial. 

THE CHAIRMAN: Dr. Brown, there was something 
you were going to 4¢al with that Major Lipsett was taking up. 
It was deferred? 

Yes. 

What was that? 


I simply have not had the time to do that. 
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MR. FRAWLEY: We have not got that data together. 
I could work that out and leave it with Mr. Cottle, who can 
present it, because he is thoroughly familiar with it. 

MR. FRAWLEY: Yes, thatelspeallapient, 

THE CHAIRMAN: fs that satisfactory to everyone. 
All right then. Thank you very much for your attendance, 

Dr. Brown. It was most interesting to listem to you, 


MR. FRAWLEY: I was going to ask for a sitting 


of the Commission to-morrow, apart from Dr. Brown's 


convenience, for this reason----- 


THE CHAIRMAN: Is not Dr. Brown through now? 
MR. FRAWLEY: VES Qui Te ico. Mr. Cottle tells 


us that there is a great deal of wark to do when he and 

Dr. Prey start, which I hope will be on Monday. ODr. Frey 
cannot be here beyond next week and we will need every single 
day next week. Now, Mr. LeSueur is here to make a statement 
ang whattishave suggested to my friend is that ..r. Lesueur 
would make his statement to-morrow, with the hope that it 
eouldtjbeseompleted to-morrow and leave Dr. Freyafresh to 
start Monday morning with a job that will take, it is hard 
LoSesey, Sbusiwidiepropably take (three, tom: or Tive,gaya. 
Luna y: SeOvVeMieebeoucur has been here for two orethree daya. 
I do not know what his own personal views are. He might 
Dikepteteo.on Or he might not.  ~1. would likey toysugzest 

that only because I am afraid that we are going to run 
shorveano) Dr. Frey simply isywcommittedi by, the United. States 
Government to return there at the end of next. week. There 


is not any alternative. .Y 


THE CHAT RMAN: What is the matter with Dr. Frey 
proceeding? 
MR. FRAWLEY: To-morrow? 


THE CHAIRMAN: Yes. 
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MR. FRAWLEY: Tiavies cei Le ient. | Bik ite wad 
Only break in. 

CHAIRMAN: tl was thinking of being 
Sure of his being done. The more he has behind him the 
more sure he is of getting through. 
MR. FRAWLEY: 1 do not want to be unfair to 
Mr. LeSueur and keep him here. But he may be staying. 
THE CHATRMAN: it may be Mr. LeSueur's preference 
to hear Dr. Frey. 
MR. NOLAN : tf know that Mr. LeSueur has 
expressed the view to me that he would like to hear Dr. Frey 
on the topic of Conservation, which I understand is to be 
discussed more fully than it has been heretofore, before he 
goes on. But he has elso told -r. HPrawley and myself that 
ne is enxious to-meet the convenience of the Commission in 
any way that he can. 
MR. FRAWLEY: The last thing Mr. Lesuewmr tole 
ie GOlbe Trank with you, is that he would like to go 
over the week-end. Mr. Cottle tells me that Dr. Frey would 
préter GO start on Monday. It looks like we cannot lave 
a sittings to-morrow. Now, 2 hope we will be through. 
PUT OULA De uSt sragie. If Dre Prey had ‘to peck ap rand 2a. 
THe CHAIRMAN: Has Dr. Frey intimated about how 
long he will take? 
MR. FRAWLEY : NO. He eannot, because he is 
Glacusesing an intinite variety of subjects. Wei2 . not 
Pibivtey Omg tea large variety. 
THE CHAIRMAN: No, oe hoped not. 
MR. FRALEY: Theat is in the past, we hope. 
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THA CHAIRMAN: ve Will be very glad to sit. 

Mr. tarvie told me that Mr. Gaby and mr. Miller, at least 
Mr. Harvie’s people, - i do not know that I am right about 
the names. 

MR. HARVIE: You are. 

THE CHAIRMAN: Will be nere on Bonday, and they 
Goulc teed Une record, of course, but Ll am very anxious that 


everybody interested in the industry should hear Dr. Frey. 


MR. FRAWLEY: Oh, yes. 
THE CHAIRMAN: So that they may say that which 


they have to say by way of approval or disapproval of what 
Dr. Frey has to say. 

MR. FRAVLEY: | Then Dr. Frey informs Mr. Cottle 
that he would prefer to start on Monday. sue also says that 
he would prefer not to discuss Conservation until he has 
finished with his marketing job entifely. 

THE CHAIRMAN: wow, we will be here for another 
Heit how, Supposing Counsel discuss the whole thing, and 
if there is any way you can usefully employ our time 
to-morrow this Commission will be glad to sit. 

MR. FRAWLEY: | Thank you very much. 

THE CHATRMAN: mir. Campbell, you wanted to ask 
Mr. Gorgescu. some questions, but Mr. Gorgescu, I gather, 
has not his supporting data herc. Perhaps it would not 
avail you much to examine him. 

MR. GORGESCU: T am ready to answer him the best 
I can offhand. 

MR. CAMPBELL: Dweas going yto askihimvit he’ could 


prepare for the Commission a statement of the products he 
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processes from Turner Valley and Montana and what values 
he gives, and each percentage. 
THE CHATRMAN: You are content that that be dorm 


by filing a statement? 


MR. CaMPBELE: ess 
THS CHATRMAN: Does that satisfy you, Mr. Gorgesau? 
MR. GORGESGU: Due to war conditions we have 


Ghanged the whole operation of our plant. 


TH CHAIRMAN: .re you interested under those 


conditions? 


MR. GAMPBE LL: Have you processed any Turner 
Valley? 

MR. GORGESCU: Ye did some last year. 

MR. CAMPBELL: sufficient to give you some 


Knowledge of what you could get from it? 


MR. GORGESCU: Ye s.. 
MR. GAMPBELUGL: That is the information we would 


RESO Mays 

THE CHAIRMAN: ir. GoOxgescu, we are trying to 
meet everybody ‘s convenience. Could you make such a 
statement and file it with us? 

MR. GORGESCU: Lowilk try to. get that. inta@ mation 


fOr s70U, oir, wy Tuesday morning. 


THE CHalTRMaAN: Will that suit you, Mr. Campbell? 
MR. CAMPBELL: Yes. 
TH: CHATRMAN: That will be satisfactory. Well, 


DreeeeroNm, Lenore you, have a very sare Journey home. 


(At this stage the Hearing was adjourned until 9:30 a. M. 


Zlst October, 1939..) 
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Record 
Page 
EXHIBIT 640 ~ Book of Charts issued by the United 
tates Department of Commerce entitled 
"Charts of World Production, Imports 
and Expo+ts of hajor Minerals of 
Industry, 1929, by Minerals Division, 
‘Bureau of Foreign and Domestic Commerce 13,958 


EXHIBIT 641 - Graph or Chart entitled "Crude Petroleum 
1962 - World Production, Consumption 
and, Principal Trade” Relations” . and 
showing the following information: 
(Li, All Wieures in iliions Of Barrels 
(22 eo. tons). Plow tities dor not 
follow trade routes. Some countries, not- 
ably Japan, import lorge quentities of 
Crugs (OL “Tor use, dinecyry ys Tire 1. oie 
(2) Kuropean Proauction - Consumption 
aT UR ae ae gare evereten | OO ots PS re a 5 
PO Renin ew, aus 2 ae» 41 cee cece 4 
United Kindgom.... - eae tails TMU 
PiGOUGG.. 5 <s,4 gs, 0498 * 0.8 8 
GOPOATY sts «6 540 «2 © a 3 
IR Gia. wits 0. bue 10) 456, '9. « @) 5) 
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Totale..... 60.4 teocegios MOmsa LA s908 


HEBIBIT 642 = Graph or Chart entitleed "Refined 
Petroleum Products - 1962, World Pro- 
duéstion, Consumption and Principal 
Trade nelations"” and showing the 
folLlowane, Inzoris yi 0n 

(ly) fll figures in-Millions of 
Barrels (42 Gallons) 
Flow lines do not follow trade 
routes. 

(2) lMmopean Prodmction - Consumption 
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BioiBiT, 645.- Greph or Chzrt entitled “Crude 
bl wil Petroleum - 1934 - orld Production 
Consumption, end Prinecipel Trade 
Relations" end showing the following 
cicormea bLone= 
(1) NOTH: Consumption shown for the 
United States ireludes 16.9 
millions barrels withdrewn from 
storage: In addition to. crude 
petroleum, Europe imports large 
quantities of refined products 
Ghisfly from the United States, 
Russia, Wetherland iiest Indies, 
and Iran. Japan also is a hesvy 
importer of refined products. 
(2) Burope 
Production Consumption 
Rumania ea 26s L RU Diane ee OO 
POU nde ass oe 9 EPONCEs Misewiesial OU wc 
Germany 26 Boa United Kingdom 13.7 
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HAH IBID 644 ~ Book entitled "Petroleum Pacts and 
Figures, Ob BGition, LIGOWs 2. sevens ee 13,960 


HABIBI 645° - Book entitled "The Nationality of 
Commercial Gontrol of World Minerals" 13, 966 


EXHIBIT 646 - Book issued by the United States 
Department of the Interior, Buresu of 
Mines, entitled "Crude Petroleum and 
revroleaum Products", by &- G. White, 
GeRhe Hopkins. end He. &. BreakeVococorves RSs Bap 


BXHIBIT 647 - Book entitled "Technology, f#mployment, 

. and Output per Man in Petroleum and 

Netural-Gas Production - \iork Projects, 
Administration, National Reseerch Project 

and Department of the Interior, Bureau of 

PRI Cied Medea Rl seh! 6 co wie wc e008 aie esr eck oases 6 6% a 145985 


BXHIBIT 648 - .Book entitled "Energy Resources and 

National Policy, Report of the nergy 

Resources Committee to the National 

RESOUPCES GOMMIttede.ccorsornereseesane 14,001 
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EXHIBIT 649 
IMPER TAL OLL LIM ETED 


Imperial ‘0il-Buliding 


TORONTO 2, CANADA 
I.-C. MeCloskey 
Vice-President August 14th, 1939 


AIR MAIL 


re Ke GeoCottle, 

Fretroleum & Natural Gas Conservation Board, 
Telephone Building, 

CALGARY. Alta. 


Dear he. Cottle: 


With reference to your letter of July 
llth requesting certain data to complete your study of 
the territory between Sarnia and Regina, the tunk wagon 


prices for the towns mentioned are shown below: 


Brandon 2h 20 Winnepeg oso 
Shilo 2030 Lorette 2040 
Brandon Jct. 20 oD Ste. Anne 20 0 
Lavenham 20 40 Giroux 20.0 
wmcArthur £0 «0 khainy nbver 20 .0 
Portage La Prairie 20 +O Fort Francis 20.0 
Fortier 20 .0 Mine Gentre 20.0 
Beaudry 19.6 (F.O.B. Fort Francis) 


The approximate amount of Turner Valley 
Crude Oil that would be required for Imperial's operations 


in the territory east of Brandon are as follows; 


From Brandon City to Portage la Prairie 800 B/D 
Between Portage La Prairie and west of Viinrjpeg SOO " 
Viinnipeg City & adjacent territories with 


similar freight rates 1,250 


Kast of Winnipeg to Fort Francis 626 


We are also attaching a map showing the 


present line between negina and Sarnia Kefinery. 
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BXHIBIT 649 continued 


Mr. Fe Ge Cottle august 14th, 1939 


“ith reference to the boundery between 
Calgary and the Ioco Refinery, this is esteblished by 
cost differentials between the two Refineries. However, 
regerdless of the boundary line, there are some products 
that move from Ioeo due to the quality at thet point being 


superior. 
Yours very truly, 


LeC. MeCloskey (Signed) 
J eM. 


J MCG. 
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sAHIBIT 650 


Calsery 
Okotoks 
Blackie 
Brant 
Vulean 
Champion 
Carma ngay 
Berons 
WNobLeford 
mien River 
Cayley 
Parkland 
Claresholm 
Grenum 
Macleod 
Lethbridge 
®*LLSson 
Sterling 
New Dayton 
“arner 
Milk River 
Coutts 


Statement of Freight Ratos and Freight Differentials 
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to points between Celzgary and Coutts at Proposed Agreed 


Cherges Rates for Gesoline. 


Miles 
from 
Cal- 
gary 


27.6 
460% 
DOel 
6902 
B2 ol 
90.6 
100.0 
108.4 
OOo 
49.2 
65.8 
81.9 
93.4 
108.6 
126.7 
138.0 
145.9 
150.2 
169.1 
180.5 
Neer. 
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Freight differential in 


Tavorrot. 
Calzery 

per per 
cwt. gal. 
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ALBERTA LEGISLATURE LIBRARY 


IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 
—and— 

IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 


—and— 


L. R. LIPSETT, ESQ. 


Session: 


CALGARY, Alberta. ocvoBen 21st, 1939 


VOLUME _226 


TN. Bex 


VOLUME 168 - October 21st, 1939 Page 


WITNESS : 
Peta  LESUCUTS PSWOrM, «cee sje ee alate 0+14,264 


9:30 
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A. M. Session 


aLet. October, 1939 
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MRe FRAWLEY: Mr. Lesusur. 


RICHARD V. LBSUSUR, having been 
first duly sworn, oxemined by Mr. Frawley, said: 
Mr. Lesueur, you are one of tho vice-presidents of Imperial 
Oil Limited? 
I am. 
And one of his Mejesty's Counsel as well? 
I happen to be so. 
You are here to make a statement on behalf of your company 
to this Commission? 
YesSe 
Very well. 
My remarks for the present should, I understand, be confined 
to matters pertaining to the erude oil production in Turner 
Valley and to matters relating to the prices relative to that 
crude oil with, I undorstand, special reference to the 41.00 
which was fixed as tho approximate base Srine in Montana 
for the prices which were posted in January 5th, 1938. 
Yes, Mr. LeSueur, I am guito content and I am sure the 
Gommission is, that you should just diseuss sueh matters 
as you think proper to discuss at this time and you will 
have an opportunity of making any further statement you 
wish to make? 
.e@ll in thet case I feel that my remarks would be clearer 
and more understandable if I first outlined in a general 
way the policies of the company with regard to Turner Valley 
as a crude oil field. 

When the Turner Valley Royalites, 


the first large crude oil producer, was brought in and there 
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appeared to be ® good pessibility that Turner Valley would 
become a crude oil field, wo adopted the policy of affording 
every reasonable possible encouragement to that development, 
both from the nationel aspect as developing a Canadian Natural 
Resource and with the objective of obtaining if possible a 
crude oil supply which would be convenient and advantageous 
for the prairie provinces. Concurrently with that policy 
our policy was to use every endcavor to have that development 
proceed in an orderly manner and to avoid and escape the 
chaotie sud throat-cutting conditions which the producers 
in nearly all new fields unaergo in ousting some crude from 
its established merket and obtaining that market sithor 
partially or wholly for the new crude. 

Now the first step and a 
fundamentel step in pursuing this policy was to afford to 
the Turner Valley crude producers en assured and a steady 
market that was essential for development and I might 
develop that in two stages; in the early days when tle 
production was smell we, through our Calgary Refinery, 
offered a market for all the Turner Valley crude which was 
seeking a market and as, accordingly as the production 
increased we correspondingly and proportionately curtailed 
our purchases of Montana cruds; for example it may be 
worth noting that in January of 1937 our average takings 
of Turner Valley crude was 478 barrels per day and by 
December of 1957 our takings averaged daily 45,147 barrels. 
Then as the production in Turner Valley increased we were 
faced with an endeavor to expand the msrket for Turner Valley 


so as to include the Regina territory. We were there faced 
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with a very severé handicap in the freight rates, and if 
enawe freight rates could not be reduced it meant a very 
material reduction in the price of Turner Valley crude and 
we felt that if the Valloy were to continue its steady 
progress and development it could not stand a sever setback 
such as would be necessary by a reduction in price for we 
must realize that price is one of the fundamentals in 
securing a reasonably rapid dovelopment. We therofore 
approached the railway companies and after rather protreeted 
negctiations and by assuring shem of a daily sizeable 
railway shipment we were fc -tunate in getting a material 
reduction in the freight rates. I believe the reduction 
was from 76 cents a barrel to about 53.2 cents a barrel 

for shipment from Oalgery to Regina. When that reduction 
was obtained, which was about the beginning of September, 

we commenced our shipments to Regina and again I might say 
that in Soptember our shipments to Regina were approxinately 
1500° barrels a day, I think a trifle under that and by 
December of the same yoar, - that is in about two or threes 
months, - ther had reached 4500 barrels @ day in round figures, 
the shipments to Regina. 

Agsin as we took the shipments 
of Turner Valloy crude into Regina we curtailed our purchases 
of Montana cruds and ina very short time eliminated all 

purchases of Montane crude. In this way Turner Valley had 
acquired all the markots served from the Calgary Refinery 
and all the markets served from the Regina refineries. 

Now I should refer coneurrently 


with that to orderly development - These steps were a big 


factor in orderly dovelopment but we all roalized that the 
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West, estern %anada, is subject to pronouncsd peaks in its 
demand for petroleum products during the sowing and the 
harvesting ssason, with a corresponding shift in the rest 
of the year, and it is alsoa fsct that it is almost impossible 
to have the inerease in produetion synchronize exactly with 
your inerease in marketing. The result was we were met with 
Situations more accentuated in the ofy Season than in tho 
peak season, ,of a far greater supply than the markot would 
absorb and under those conditions we approached the Alberta 
GOVernment and asked them, ex _lained the situation and asked 
them if they would ascertain the potentials of each well in 
the Velley so that there could de a rateable taking according 
to those potentials, of the Valley oil. They immediately 
recognized the soundnoss of the proposal and took it up 
with the producers here and arrived at a method for taking 
the potential which I believe was satisfactory to all, 
or if not satisfactory, was revamped and made satisfectory. 
Those potentials were taken ana as they were fixed then we 
took from the various wells their cil, pro-rated, rateably 
according to tho potential. That system carried on for 
Some time end subsoauchtly the Legislature passed the 
Conservation Act which made pro-ration a matter of law and 
established the Conservation Board with the express duty 
of regulating and supervising pro-ration. Fro-ration was 
4 material factor in keeping the development orderly. 

Now I might summarize that 
these steps, at least I might summarize what these steps 
accomplished. These steps, as the production of Turner 


Valley increased, afforded the producers of Turner Valley 
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a steady market, a market which expanded at a rate as nearly 
commensurate as possible with the growth of the Valley and 
that that market was obtained without the necessity of 
Pienting Poxpi te Now those factors, combined with the 
pro-re ting in seasons of the production excscding the demand 
contributed, I believe, to the steady, rapid and orderly 
growth which the Valley has had and to the healthy condition 
whieh it Oe in today. I believe a more heslthy condition 
and a more orderly growth then you will find in almost any 
now field on this Continent. 

I might be permitted, I hope, 
Mr. Chairman, to digress just a moment at this point to what 
appears to be an apparent misunderstanding of the status of 
the Royalite Oil Company in Turner Valley. The Royalite 
Oil Company owns approximately between 20 end 25% of the 
production in Turner Valley. It is not the owner of a 
groat, largs proportion of tho production. The company, 
our interests I should say, including Hoyalite,. operates 
five drilling rigs in the Valley out of approximately 40 
rigs which are thero drilling. Now we have purchase- 
contractswith a large number of the consumers for the 
purchase of their oil but the price, the purchase price 
stipulated in those contracts is in all cases the posted 
prices and it is the same price as oyalite itself receives. 


The real value in those contracts is simply an assurnace of 


supply for the refineries. There is no profit in the contracts 


because everything, the full posted price, is paid to the 


producers. dynes UL am not overstepping my, the hospital- 


ity of the Court in doing that but I believe there has been 
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some misunderstanding of that sort. 

Now let me speak of price. 
The extension of the market so that it embraced the territory 
Supplied from Regina necessarily meant an adjustment in prices. 
There was an additional factor injected into this consideration 
by the steady inerease in the practical potential of Turner 
Valley and we felt that there should be considerod, not simply 
the Regina markot, but the possible market which Turner 
Valley could probably economically supply: and our econelusion 
was that “urner Valley crude could possibly supply a fringe 
of British Columbia or the eastern portion of British Columbia, 
Alberta, Saskatchewan and a considerable portion of Manitoba, 
probably considerably more of Hanitoba then had been supplied 
with Montane crude. There was a constant desire on the part 
of a great many interests for as large a market as possible 
and we felt that the Manitoba market was probably economically 
within the reach of Turner Valley and we therefore made our 
effort to see if they could not acquire or be given a larger 
part of Manitoba. Now accordingly, with that contemplated 
market, we had the figures mado vith regard to the r eplace- 
ment value of Turner Valley crude at those various points. 
For example we had computed the price which could be paid 
for Turner Valloy crude at the well in order to replace on 
a competitive basis Montana crudo at Calgary; similarly 
the priee which could be paid for Turner Valley crude at 
the well in ordor to replace the Montana crude used at 
Regina, again on @ competitive basis, and likewise the same 
proceos of figuring for the price at the well of Turner 
Valley crude which it would take to take in the Manitoba 


markets contemplated, to acquire the Manitoba market 
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Contemplated. 

Now this gave us three prices: 
your replacement value ox Calgary; your replacement value 
ex Regina and your replacement value ex Manitoba and we 
debated at length the possibility of establishing three 
priccs in Turner Valley made up according to the percentages 
reguired for those throe points but we coneluded that it was 
guite impractical to have three prices for the same crude at 
the same place at the same time, with the only differential 
being their destination and that it would be impossible of 
successfv™ overation. The natural and the universally 
recognized method is to adopt a price which is determined 
at the edge of the market, that is the point of competition, 
but we vere faesd with this difficulty, if we adopted that 
prices We Would adopt a method which would cause 4 drastic 
reduction in the price of Turner Veiley crudag, which would 
probably give a sever setback to the development of the 
VaLloy and which at the sams time would only serve the 
purpose of acquiring an additional market for 2,000 barrels 
a daye We therefore felt that it was unfair amd discarded 
it, we, therefore, adopted the weighted average basis, 
that is the weighted average of those three prices, the 
replacement price ex Sslgary: the replacement price ex 
Regina, and the replacemont price ex Manitoba ana we felt 
that this was a prxctical method which gave us a uniform 
price in the Valley end which figured, as nearly aS possible, 
the same results as would have been secured by posting three 
prices in the Valley and I believe it did. It vas not 
exact but it was a close, practical approximation of the 


establishment of three prices. “ie felt that was fair and 
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on that basis wo worked out a uniform price for Turner Valley 
which at thet time I think worked out to #1.56 per parrol 
for Turnor Valley crude at the well of 40 - 40.9 gravity or 
pl.42 for Turner Valley crude of 43 - 43.9 gravity, which 
is of course the average gravity today. As I say,we 
thought this price wes fair. We felt that it would not 
retard the steady growth of Turner Valley, which of course 
we always recognize is of prime importance to the industry 
and to the consumer and to the prairie provinces. 

MAJOR LirsEit: That price, Mr. LeSueur, took 
in the weighted average indicated for Manitoba? 

It ineluded the threo. 

it inclLudod the three’? 

Yes, it was the weighted average and when I say "weighted", 
the price was only applied according to the quantity. 

bust tha tinieiuded, ~-=- 

It included the Manitoba market. 

Yes? 

That price was posted on the lst of September, 1937; now 
the pricesposted on the 1st of Septembor, 1930, for Turner 
Wlloy crude were not however permitted to stand for long; 
the cutting off of the Canadian market for MOntana crude 
producers caused a sever upset in that field, and we had in 
Montana, we first had a drastic drop in their posted prices; 
thet occurred in October and by November all posted prices 
hag been withdrawn, there ceased to be any uniformity in 
the prices in Montana. They were jumping all over the 
board and some producers were selling their crude as low as 
75 cents a barrel; in fact they were selling their cruds 


wherever they could get a buyer and practically at any price 
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at which they could get it. Now this necessarily meant a 
furthsr ec otet nant in the prices for Turner Valley crude but 
to endeavor to adjust Turner Valley crude to those chaotic 
conditions would have negatived the very purpose which we had 
in mind, nemely, the steady and orderly development of Turner 
Valley and besides it would have been utterly unfair and 

Very Gifticult of doing. We had no of tion, therefore, but 
to endeavor to find a price at which we thought Montana crudo 
would, in tho course of a comparatively short time, normalize, 
We knew that this eondition in the Montana field would be | 
temporary and therefore, we had to use our best judgment in 
sizing up the factors prevalent there and arriving at what 

we figured would be a normal price for Montana crude by 
acquiring other markets. ya did that and our best judgment 
was that Montana crude would normalize at somewhere around a 
dollar a barrel. we, therefore, adopted this as a basis and 
worked on that basis end ee the weighted average method, 
we established a price for Turner Valley crude. This 
resulted ina price of about yl.d0 per barrel for 44 - 43.9 
gravity crude. 

Nuw, I pelieve, Mr. Chairman,, 
that you desire me to deal somewhat more fully wih this | 
1.00 which was adopted as the normal Montana base prico. 

Let me say that in arriving at this conclusion there were 
present the following facts in that Montana field; the 
cutting off of the Celgary outist and the cutting off of 
the Regina outlet had reduced the market for Montana produc- 
tion by about one-half; it had eut off approximately one- 
half of the market for their current production. The 


cutting off of the Calgary outlet came first but this was 
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rather a gradual curtailment and it did not upset the 
Montana price. although it undoubtedly weakened it but 
the cutting off of crude to Regina added to the bulk 
of this loss. Its effect on Montana was much more rapid 
and it did very quickly and very seriously upset the 
Montana price structure and the result was very soon 
chaotic conditions in Montana with no uniformity whatever 
in prices 

Now egain there was this 

-- facet that we had no doubt, thero was uo doubt.as to. the 

ability of the Montane producer to acquire a new 
market for this crude which had been cut off thoir market 
or at least for a major portion of it and that in the 
course of time this new market would be acquired and the 
priec would stabilize. Now we were fortified in that 
idea by the feet that at least 40%, probably somewhat 
move of the market of petroleum products in Montana was 
supplied by foreign crude or crudes from outside the 
State and there was no question that the Montana erude 
producers would make @ set on that market. We were, 
therefore. we felt justified in considering the chaotic 
conditions of Montana as a temporary naturee 

Now this next factor and 
thet was, we knew that 4n Montana this new market for 

j Wentens erude would have to supplement other crudes, namely 

Wyoming erudes and that there was a freight differential 
against Montana crude in endeavoring to do this, because 
I think the freight factor in Montana is somewhat prejud- 
icial to the shipment of crude or crude products from the 


north to the southern parts of the States. We also knew 
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that there was at that time agitation to have the freight 
differentials modified and there was also agitation for 
state legislation and different things to endeavor to 
rectify that situation. 

Now wo had also processed 
both Montana and Wyoming crudo and their charactoristics 
wore very much the same except, I think, Wyoming had a 
Slight advantage in sulphur content and the fact would 
be that Montana erude would either have to absorb that 
freight differential or the freight differential would 
have to be lessened by the'rsilways or partly ono and 
partly the othor and again that Montana crude would have 
to undersell Wyoming crude in the markets which \vyoming 
erude had and possibly have to meet a reduction in the 
Wyoming crude, Wyoming crude next would receive as 
littlo drop as it could and would seek other markets. 

I was interested in what Dr. Brovin said about Lanee Creek, 
that the producer of Wyoming crudo attacked Lance Creek 


erude which is in the Southeastern part of the States and 


it dropped to 98 cents a barrel. 


( Go to Page 14,275 ) 
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But there were all those uncertain factors and we had to 
use our best judgment in appraising those factors and 
arriving at what we thought would be a fairly normal 
price for Montana crude. Now I want to say at this 
juncture that there was no outside influence by any 
interested parties brought to bear on us in arriving at 
that conclusion. It was discussed with no outside party, 
TJAverested or hot. The judgment was decided by ourselves. 
There was no ulterior motive in it whatever. The uniform 
desire was to appraise as closely as we could what we 
thought would be the probable price at which Montana 
crude would stabilize. Our conclusion was that $1.00 
would be as close an approximation as we could arrive ai 
and we figured that that stabilization would take place 
possibly within a year. I think a year was the time 
whieh we figured or allowed for that stabilization. 

Now tl GGileve thay our) judgment has been, to a derge 
extent, proven by the facts which have taken place. 
Because it is a fact to-day that Montana crude has found 
a market for a large part of the excess production) which 
Prone ei thevuesinnineg Of 19468 “and IMbelleve Ge eure. 
production to-day is: approximately 15.000 barrels a dey 
as compared with a production of 8 or 9 thousand when 
Calgary and Regina were cut off. Further than that the 
price has gone through a course of stabilization. We 
have all heard Dr. Frey that the posted price of Montana 
erude to-day is $1.10. There may be some Montana crude 
going at somewhat less than that but I doubt if there is 
any going for less than $1.00. I am quite willing to 


take Dr. Frey's statement because he is more familiar with 
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the Montana marke t, perhaps much more familiar with it 
than Il am to-day. MeatwvreaLive le they past saor tine 
endeavour to size up those uncertain factors. I might 

say that Mr. McCloskey, who is the head of the refining 
department and much more familiar with crudes than I am 
and with the prices of crudes than I am, did the main part 
of the figuring but he discussed it with me when he had 
worked out his facts, and we arrived at the conclusion 
that $1.00 was the fairest basis we could arrive at. 

MR. COMMISSIONER LIPSETT: Then the price, Mr. LeSueur, 

of $1.20 was fixed----- 

On the basis of $1.00. 

On the basis of $1.00 Montana? 

Yess.-i might» say, Mr. Commissioner, we. knew with, these 
chaotic conditions in Montana we would have to very 
probably stand the brunt for a time of competition by low- 
priced Montana petroleum products due to the abnormal 
price in Montana, but we felt our only prover course was 
to take the $1.00 basis and put our prices on that basis 
and stand that trunt because we felt the swing was temporary 
emnweuld reg tifyuitself. 

Turning now to the weighted 
average method of ascertaining the proper competitive 
price which we used for the reasons which I have explained 
in Setting) our price, of September ist, Leddy, .and) our,prdce 
of Jamary 5th, 1938. I want to just discuss the 
development of that situation a little. That nethod of 
taking the weighted average of the three prices was 
adopted, have said,,in order to) be, fair to the, Turner 


Valley producers and at the same time endeavour to extend 
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Turner Valley to those markets, and that we could not 
adopt the natural and universally recognized method because 
it would ppnoduce hardships without, we felt, the correspond- 
ing advantage, end over the long view produce the results 
which we desire, that is the development of Turner Valley, 
which in the long run was the primary object and I think 
should be the primary object of all parties concerned, 
because ultimately bencfit must accrue to everybody. 
Turning to this weighted average that was used when 
Manitoba was supplied with Turner Valley crude . I do not 
know that it actually reached all the points we had in mind 
DU Gob Cervainlvyureacned the sreat majori py of them: 


PractiGally. we Mishtesay., ib reached the contemplated 


manitoba market. But it was not permitted to enjoy this 
market very long. The disturbing factor was the Illinois 
crude. iey i lin. sented. Mie tie, COuUrse Of dr COougiIceoD 


years jumped its production from &@ comparatively small 
Size to approximately 450,000 barrels a day. lts growth 
was of unusual rapidity and naturally chaotic conditions 
followed. The posted price of Illinois crude tumbled tw 
or three times and there developed a very sizeable amount 
of under-cutting and under-sel'‘ing. ne LLLinoi sot reid: 
im addition, was really a second discovery. There had 
been a: previous Illinois field and as.a result there were 
Giteady err stime pipe wines Gn that Lreld whiten served vo 
handle quite an amount of that production. For ins tance, 
taking the posted price of Illinois crude of $1.05, the 
erude wocould be laid down at Sarnia at $1.37$, That was 
Wve Lalo cown price ati the refinery. The inevitable 


result of these conditions was that Illinois crude was 
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bound to push itsslf into Manitoba, either by itself or 

by the way of products, and either from Canada or from the 
States. It was bound to get in there and the necessary 
result was that Turner Valley md to give up the extra 
market in Manitoba. It still supplied a eonsiderabie 

part of it but Illinois forced it out of the extra market 
contemplated. Now that in itself, to my mind, eliminated 
largely the reason for adopting the average weighted price, 
because being out of that market there was no object in 
taking the average weighted price. The conditions existing 
then were that Turner Valley had the two markets, the 
Calgary market and the Regina market, and the Regina 

market was slightly larger than the Calgary market, and 

the natural and univorsally recognized factors should apply. 
That is, I believe conditions to-day warrant the natural 
practice being followed and that the price of Turner Valley 
crude should be based on the replacement value ex Regina 
worked out on a competitive basis. Now it so happened 
that the price which was worked out on the weighted average 
basis of $1.20 per barrel is practically the same result 
as would obtain by taking the Montana crude at $1.10 and 
working it out-trom Regina on the same basis. Not on the 
sane basis but on the competitive replacement basis. That 
is what was figured by our experts and Dr. Brown adopted 
this competitive basis at the outside market as a sound 

and proper principle and worked it out in his computation 
from $1.10 Montana crude, at $1.19 cents. Our computation 
is $1.20, in both cases excluding the recent reduction in 
pape line Treate and the loading charg. 
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as I understood it, your $1.20 was originally fixed on 

the basis of $1.00 Montana? 

yes. 

And on the basis of the weighted average? 

Of the three prices. 

Including Manitoba? 

That is right. 

Now, Manitoba being gone and Montana being taken now at 
$1.10, would that not result in an increase in the $1.20? 
No, because the reasons for adopting the weighted average 
were, we considered essential for the continued progress 
Crepe er eva ley. The natural and universally recognized 
practice in competitive fields is that the price is 
determined at the edge of the market supplied by that 
field. If we had taken that it would have been necessary 
to take the Manitoba competitive price,and that was the 
lowest of the three. We could not take that because it 
would have been unfair to the Valley and would-only have 
secured a market of approximatcly 2,000 extra barrels. 
Therefore, we tried to give the Valley the advantage of 
the three prices on the weighted average according to ithe 
demand of those markets, which resulted in ‘31.20 per 
barrel . Now, the other method is this, that Manitoba 
being out, those reasons are eliminated, and we come back 
to the natural practice of taking the competitive replace- 
ment price at the point, at the farthest point in the 

eek ee Ute pOCrermnining point. That to-day is Regina, 
where that erude is delevered. In addition Regina is 

the larger of the two outlets. Regina is slightly larger 


than Calgary. So it worked out that at $1.10 for .ontam 


ol Ns teak ci 2 OLE, ve baer nae - 
do Hartt ehfan bmireo City 08 Af oat 


: to ult tog aie ant ae. 9 pad 
a aartae ary 
a lies - 
te ot Deca i aarbad a 2 _ 
; : coerce, $e ae | a c ee Bie al sen sake 


weet ated eet ne huts: 1 pila adodtnant “ot ao 


A . 7 or 
ered fe i y ‘ ng Pay ae , & f i mays an 2 & it) Ey, Luow. Ets ae > 


A a. . ’ he r : 
ee EES OE nee ene eee ee en a m et Pa evens vom A > 
Ree es ewes 2 Leyls: & e ae ‘ iG rit a ne nap dene a, 9". +Si9m 7 ml 


7 Ps ae =. cack eee i a ‘ 2 [ Gs we i" ae ee ; “ho es ght 7 iV mae, fe 7 


9 KH i >: a - - 7 ae & 4 Jf bi : hae: ; a Be ‘ ae by te, Did. eos, ; 


OMS. We Bee ileal 4, Cee : erg ; a. bay pat te pon Leeraips - ' 
ean ee) ait below. Ub cage ianek: hed ar Se pcan aes 
ae enw, J oe Rh ti. wat Lee uae ‘op naeih ie ood sagt ot | } 
ie 4 wef = s ; ] G ; A 
g br Sikes. oft me ae exit, and to teed 
1 e140 cae Ley 8 ue sf ae ij ese. evan Ae 
f, " é peo RM | Ome 20 bea, C pers 


; 4 iy 4) Phi Pe M3 ae: aN: is aes, oe Pe sett holed ow 1 


wt OF ay t lah te oe ‘ ee hls 0 tam ee AP ane try 99% 
-} ae f val moe eat fa ao 4 Bs G4 de. othe cam c j 
; . ' se Pee a . Al i 
i 


ae sais eves od. a 


ie kts 
at one 


7 @. fu es ane a bay. | Aged nat ol it Toi aa by "4 


Beas . yarrat sagt 
Wed baege Aad tyes a | 
a). eeehe.ak , a8 oa tia. ie s ; 
shetty + hee 


h 


cir 


ce) 


A 


-14,280- 
R. V. LeSueur. 


crude and on a competitive replacement value, allowing 
for differences in quality and so on, the pice to-day 
would be $1.20 for Turner Valley crude. 

So that really when the $1.20 was originally fixed it 

was rather more than would have been arrived at on the 
weighted average? 

Mat 18 quite right. 

Having abandoned that system, you have now got the correct 
comparison by taking Regina and Calgary, and Montana crude 
at $1.10? 


That is right. 


I think I understand you now. liam sorry to interrupt you, 


Thatewe quite all Tigh us We felt we had to adopt the 
weighted average which we realizec was not the proper 
system, to protect the Valley. Well, mw, the question cf 
the 8 cents reduction in the pipe line comes up and, of 
course, my feeling is tnar/it ig logically part of the 
price structure of crude and that is logically where the 
8 cents should go. To the crude producer ff No action 
has been taken on this, as I understood there was some 
divergence of opinion and we preferred to hold that subject 
to the discussions which might take place here before 
actually taking action. May I mention that our figures, 
our computations and Dr. Brown's apparently are almost in 
accord. His estimate, as I understand it, is worked out 
into decimals at $1.19% for Turner Valley crude, with 
conditions existing prior to July, or adding the 8 cents, 
$1.27 cents, with a possible price of $1.30 if the 
market is gomowhat curtailed. Of course, our figures are 


%1.20 and $1.28, with the present market. ‘Je see no 
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reason why that price is not a reasonable price, permitting 
of oxpansion in the Valley, steady development in the 
Valley and we feel that that price is a fair one to-day 
and that the limit of the market and the price should not 
be disturbed unless there is some real reason for it. 
Again, if I may interrupt. The conclusion that you have 
come to then is that at the present time the $1.20 should 
be $1,287? 

S1.28, that is the natural logical conclusion, I think, of 
the reduction of the pipe line rate by 5% cents, and tho 
loading charge by 2% cents. 

And that should go to the primary producer? 

That should logically go to the producer because it is 
part of your structure in determining your cruge price? 
Hither at Regina or Calgary? 

Hither at’ Regina or Calgary. 

Yes? 

You net-back your replacement value at Calgary to the 

well by deducting your costs of transportation and the 
price at the well is determined by its value at the 
rerinery Less the cost of transportation, of course, with 
adjustments for quality and so on. 

Perhaps 1 am taking you out of your order if I ask you 
this. Supposing that that 8 cents could be used 
to-morrow towards getting this Turner Valley crude farthcr 
east, is there anything that could be worked out on that 
Tines ates ls That is to say with a view to getting 

some extra production at the present price as against 

the present production at the increased price? 


Well, one is always figuring as to how far the market can 
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extend. I think to-day that Turner Valloy should be 
content with present conditions. My reason for saying 
that is this, that the Illinois field is still in a 
chaotic condition but there are evidences of a trend 
towards stabilization. It is more stable to-day than 

it was three months ago. As Illinois stabilizes the 
posted price will no doubt go up and the under-cutting 
and under-selling of the posted price, while it may not 
cease, [I am sure will be greatly minimized. When those 
conditions arise, then you can consider the situation as 
to how far Turner Valley crude can go into the Manitoba 
market, further than it is now. But Lek would be folly, 
I think, for the producers in Turner Valley to take on 

a fifi with a*tremendous field like Illinois and i think 
that taking ona fight with a great big field like that 
would result in economic:loss to Turner Valley. It 

could not carry on the fight. That is just what it means. 
From the Turner Valley producers’ point of view you 

think the ideal situatior at the moment----- 

I think the situation at the moment is ideal for the 
Turner Valley producers. 

Suv ject to them setting the 8 cents more than the present 
DEPLoes 

Yes. And a steady market, an assured market, and he 

is producing on a healthy hasis. 

And he would have in that view you have his present daily 
output and 8 cents a barrel more? 

That i it. 


And that would not be reflected in any increase to the 


public because that would be the saving in the transportation 
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charge? 
That would not affect the public at all. Now, Mr. Chairman, 
I believe I have covered most of the points I had in mind 
pertaining to crude. 
TH] CHAIRMAN: Well, Mr. LeSueur, we have heard 
@ great deal from Dr. Brown about the possibility of getting 
enough production in tiis Valley to reach a point where 
capital would be attracted into a pipe line to transport 
the oi]. What are your views about that? 
Well, I am always in favour of getting a market for what 
ean De produced at Turner Valley or by any combination of 
fields in the Prairies. I believe the pipe line scheme 
would be much sounder if you had a combination of fields. 
I doubt if present conditions would entice any capital to 
go into, immediately into a pipe line scheme. The history 
fLepepe Lines geiusuaiiy that you have to dévelop a 
practical potential and an assurance of continuity of 
supply. 
ves? 
And what I mean. by practical potential is this. Ido not 
mean the potential which is found by taking a couple of 
days' test at the bringing in of a well through a l-inch 
or a 5/8-inch choke. What I mean by practical potential 
is an amount which the well will produce efficiently 
with a view to the maximum ultimate recovery over a period 
of gixty days say, what it will stand. That is, to my 
mind, the practical potential and other potentials are 
for computation purposes practicelly useless. Now, 
Turner Valley possibly has a practical potential on its 
present rated allowance to-day of, perhaps, 26,000 barrels. 
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hk. V. LeSueur. 
50 to 40 wells a year, and that is a sizeable undertaking 
with the high cost of drilling wells. That is the 
position of Turner Valley to-day. sf you put on extra 
wells and drill it out, and prove your practical potential 
and neve ean assurance of continuity of supply over a period 
Of 10 yeers, then I think your pipe Line is certainly 
worthy of consideration. Or if -you 2e% other fi ends 
whieh may be less expensive to drill and might be drilled 
up more rapidly, you might produce conditions which would 
warrant the investment of the heavy capital necessary for 
the pipe line. 
Have you given thought to the reserves in the field as a 
whole as tO whether or hot, supposing people were wiiling 
TOMGieateaeereacer, rate whan they are now drilling, 
Prom this pool alone at least would be justified at any 
time? 
Well, Mr. Chairman, I really am very hesitant of expressing 
SQeOoLiicn as yo sina. Turner Valley £ield 283.4 200d 
Pie Lldeatd a baree 71 e1 0". Whether it would develop into 
the size of field which would stand a pipe line for 1200 
miles and oer-y sayi40,000 barrels a day over a pertod or 
1O°years; Tor-l10 years is the usual basis on which you 
allow for the amortization of a pipe line - that is more 
in the province of your Petroleum Engineer and your 
Geologist, and they vary so much from one extreme to the 
other that the opinion of a poor lawyer like myself is 
not worth very much. 
Have you a corporate opinion as a result of hearing your 
experts? 
Well, Our Gorporate opinion--~-+= 


Rather than your lawyer's opinion? 
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R. Ve Lesueur. 
It would be worth more. 
MR. FRAWIEY: More recent. 
I do not think we have any definite opinion which would 
warrant any safe conclusion. It more or less rests in 
the lap of the gods as the field is developed. 
At the present time just to keep the status quo? 
is a very sound position for the moment. 
And that would involve the drilling of 30 or 40 wells? 
in my Opinion that cavolvyes the drilling of 30 or 40 wells 
a year. 
Juss to keep the output at what we are doing now? 
At the present Level. 
Do you share Dr. Brown's view that under existing conditions, 
iveune —avaence (OF ae discovery of new ficids', that the 
producers lita He unwise to seek to go further east at 
the cost of a lower price for their crude? 
PICOrnOvuuiinke peae; price should be Lowered. To think the 
LOWerting Of the price 16 apt to give a set-back to this 
Re6vVelopment which you desire and it is possible it mighy 
not give a set-back but nobody can tell. Phe: Tisky or eo 
set-back is something, I think, that should not be overlooked. 
DO you also share the view that under existing conditions, 
neving regard tO Lhe prevent competitive conditions, that 
tisneosvwlry) danelon cemairration, or rather the fringe. ag 
Ne Cesc ied Vi teravcuy Portage la Prairies 
I think that is approximately correct. 
And to the south about Nobleford? 
I am not so familiar with the south limit, Mr. Shairman, 
but I imagine that is about it. 
SOruila yo wiih the nett result, go far as you can say at the 


present, having regard to all present conditions it is 
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R. V. LeSueur. 


your opinion that the Turner Valley producers would be 
well advised to be content to stop in an easterly direction 
at about Portage la Prairie at a price of about $1.20 or 
$1.28 if they get the advantage of the transportation 
reduction as you think they should? 

vee. 

And so far as your knowledge goes, as a corporation, for 
which corporation you speak, there is not at this moment 
im, Sight a body of oil.in the known. pool or any proable 
pools that would justify the hope that a pipe line will 
be set up for the transportation of our oil in the near 
Rumure & 

lpwould say. the word "hope", of course, is pretty, wide, 
Mr. Chairman. 

Well, reasonable expectation, may I put it? 

That would justify an immediate investment? 

Yes? 

OL MOneVvaT Ore a pipe wine. tO the, Great takes? 

Yes? 

yes. 

That would be a distance of roughly how far, Mr. LeSueur? 
Dini vervedifiiguls To), say. 

Has your company any information? 

I think it would be----well, I think it would be some years 
before you could have a sufficient volume to justify the 
pipe, Line, )1 say that by reason.of my, experience in the 
south. I might tell you what happened in Colombia. We 
took over the DeMares concession in Colombia in 1920. 
There had already been a few wells drilled on it which 
proved it was oil-bearing. We developed that coneession 
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R. V. Lesucur. 
or-exported a barrel Of oil otit of “it. We had supplied 
the local market but that was negligible compared with 
the "s1ze of the*concession: The concession covered about 
a*michi tor yanadtary quarter acres. “ipwas ta Unit operation § 
but it was not until ‘the latter part of 1925 that we 
commenced the construction of a pipe line from that concession 
to Cartagena Harbour, and it was about the first of July, 
PYeZOy - THA We shipped the first VarrelLvwor onl souwor 
Colombia. Now, of course, since that we have increased 
the pipe line and it is now transporting about 60,000 
barrels a day, which is being shipped out of Colombia. 
But we*had-“all ‘these years of development before we were 
SScurec -snot "only "or “the practical potential of the riiclay 
but of the continuity of supply which would amortize that 
pipe* Tine. 
MR. COMMISSIONER LIPSETT: What is the length of that pipe 
line? 
About 400"mites: A Little’ under 400 miles. It is built 
through swamps, "cienagas" as they call them down there, 
and “crossing rivers. A very difficult piece of construction. 
In doing that you saw the probability of around 60,000 
barrels a day before you thought that the 400 mile pipe 
Web sth 
No, we did nowe We sparted On the possibility or 60,000. 
Cur pipe line was first built to transport 30,000 barrels 
a day. We have looped it and increased our stations and 
so on until it is now carrying about 57 or 58 thousand, 
pretty nearly 60,000) barrels a day. 
THE CHAIRMAN: What are your views as to the 
number of barrels per day that were in sight for a period 


of JOevyearsayiaf that should ever transpire; .thet would 
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R. V. Lesueur. 


Justify the creation of a pipe Line Or the setting up of 

& pipe line? 

i think that has been figured by several parties and I 
think they figure they should be putting through 40 to 40 
thousand barrels a day steadily all the year round. 

Over and above the needs of the western market? 

Cver and above, certainly, the needs of the Calgary market, 
and preferably uver and above the needs of all the western 
markets. 

S30 you would say roughly now what would have to be preduced 
With e LO year Supply in. sich t? 

Well, I would think you would have to have at least a 
practical potential - I emphasize "practical" - a practical 
potential OL. say 50;000 barrels 6 day at least, and be 
assured of the continuity of that supply over a period of 
at least 10 years. 

And that oil would have to be transported how far, what 


is the distance? Have you any idea? 


It is about 1250 miles from here to Port Arthur, approximately 


that. 

And a proper pipe line to carry that oil would cost about 
how much, per mile? 

Well, that again is very difficult to estimate. You, see, 
there is the cost of the pipe line and then your 
engineers have to deciie on how many stations you are 
going to have, and your pumping stations are the expensive 
Dart OL your Line. Then you have to decide on how much 
storage you will require at Port arthur because you would ; 
have to provide winter storage, not only the ordinary 
terminal facilities, because you see, you will have to store 


for six months of the year on account of the frozen 


eondition of the Lakes. 
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You have to Gonsider a. * 
that and I believe some estimates have been about 
680,000,000 and others around 40 or over; it is largely 
the pipeline engineer's duty and they differ of course 
as to the requirements for that area.- You would either 
have to bury your pipe pretty low or you would have to 
heat your oil. 

Q So that whatever---- 

A I do not know that that is a big factor but it is one 
that they would have to consider in their cost. 

Q So that I take it that in your view, whatever the future 
may hold for it, and that of course is on the knees of 
the gols, but on what you now know, there is nothing 
that would justify the belief that capital is going to 
be attracted today to the building of a pipeline on 
present information? 

A I believe that the immediate investment in a pipeline is 
very problematical. in fact is negative, at least the 


possibility is negative. 


Q mAJOR LIPSETT; You mentioned one point, 
Mire Lesveuras-—— 
A I hoped that were not the case. I wish there were enough 


oil but unfortunately those are the facts as we see them. 
Q Just one other thing about the pipeline which occurred to 
me, you mentioned you would have to have winter storage 
at the head of the Lake? 
A That is right. 
Q On account of the trans-shipment. Then I suppose when it 
would move from there woulda teas soon as the Lakes opened 
and immediately that oil would start down? 


A That oil would likely go through the Great Lakes, which is 
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a cheaper eran er ontet ton than rail transpertation. 

Would that involve having a large amount of storage at 
the other end? 

Yes, and you would have to have a larger tankage fleet 

to handle it during the summer season and you would have 
to have larger storage at your refinery, which purchases 
the oil, in order to store that during the summer months 
for use in the winter months. Now of course that might 
be regulated to a certain extent because they might take 
other crude, perhaps for part of the year, and Turner 
Valley crude for part; that might obviate that to some 
extent but on the other hand a refinery has to be assured 
of its supply, has to be assured of it and that is another 
factor which enters into it; of course a portion of your 
run at the refinery might not all be Turner Valley be- 
Cause you might require other crudes for certain specific 
products. 

THE CHAIRMAN: I want to be clear; Dr. 
Brown was discussing with us what he conceived to be a 
proper return upon capital invested in refineries and so 
on, do you wish to discuss that now? 

I prefer not to. 

Very goode Now anything more about orude oil? 

I have not read Dr. Brown's evidence on that. I had some 


other matters in hand yesterday and I prefer to read it 


first. 
THi CHA TAN: Yes. 
wAJOR LIPS#tT: sire LeSueur, I asked Dr. 


Brown one or two questions in reference to the integrated 


company and I am not sure but that you have pretty well 
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} 
answered what was in my mind, but there might be some- 
thing more you can tell us about it, as I see the 
picture, the Imperial Oil Company have not only the in- 
terest in their refinery but they have an interest in 
the Valley different from merely refining? 

A Yes. 

Q That is in production and also in the supply of crude 
that goes through the pipeline? 

A Yese 

Q And they are interested and very largely interested in 
both, 1H the proritse in the production and in ithe! profitea 
from the pipeline, now you would gain some counterbalanc- 
ing benefit for any loss in this Manitoba market on ace 
SOUnU Olina, Badia. onal profit from production in 
Turner Valley and the throughput through the pipeline, 
have you ever considered whether it would be feasible or 
possible from that point of view to take some loss from 
the point of view of the Sarnia Refinery, by reason of 
the counterbalancing benefits in the pipeline and the 
production in Yurner Valley? 

A Well we had never, never really considered that. We 
have always viewed it, I think we have viewed this whole 
situation from the larger and broader viewpoint, Mr. 
Commissioner; of course we have considered our own in- 
terests but we have taken the larger and broader view 
throughout of developing Turner Valley in the interests 
of everybody, ourselves includea and of course we have 
not very much profit in the pipeline now, you know, and 
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THE CHAIRMAN ; we are glad to know that 
you still think there ere some? 

And our percentage of crude in the Valley you see is 
comparatively small. 

wAJOR LIPSETT: I agree, 20 to 25 per- 
cent? 

20 to 25 percent and that includes all our interests. 

we have in the course of time developed a number of 
properties for parties who had not the available funds on 
a certain basis, a division of the net profits and so on, 
and that includes all our interest in those wells. 

You can see, Mr. LeSueur, that naturally is of intense 
interest? 

QUITE « 


To Alberta? 


Yes- 

To get a bigger return and a larger production, as big 
and as large as can be properly gotten? 

I am in entire sympathy with that- 

Yes, and I have this query in my mind and I would like to 
get any infomation on it that 1 possibly can, that ina 
case such as yours there might be some point, where you 
might take some sacrifice at Sarnia, by reason of your 
interest in the Valley and in the pipeline? 

& sacrifice at Sarnia would serve no purpose today, Mr. 
Connissioner; your crude is practically set by com- 
petitive conditions on your refined proudets and their 
prices sre subject to very severe competition and I 


doubt if it would be sound to depart, except under special 
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circumstances, from those principles and besides your 
competition today is severe and you cannot afford to 
take too big chances. 

To take too big chances? 

No. 

Now it is the same question in another form perhaps but 
would it be possible for Sarnia to lay off to some ex- 
tent from this possible market in Manitoba and for the 
Regina Refinery to do something about it? 

I dc not think so. 

For kegina to do something about putting this 2,000 
barrels there? 

Your competition is not only from Regina, it is from 
Illinois, through the States and the competition caused 
a reduction in our White products in Manitoba and forced 
the Turner Valley crude back out of Manitoba; that is 

at least out of that portion of Manitoba. 

Yes, so your conclusion is that there is nothing to be 
done then, in other words that any loss of revenue by 
the pipeline or reduced production of Royalite in Turner 
Valley, that you would have to take that and put up with 
that rather than do anything at all at the other end? 

i think, tir. Commissioner, that ae nameeons today are 
healthy and sound and I do not think that anybody is 
called upon to take losses in order to better that con- 
dition. That is my feeling. 

That is to say even from the standpoint of the Royalite? 
Yes, even from the standpoint of the Royalite. 


tou would put up with present quantities of transpor= 
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tat lon through the pipeline and the present volume of 
production rather than make any effort to send that 
crude further bast? 

I think the Tacts----- 

On sound economicial lLines--~- 


I think the facts of the situation demand that. 


MAJOR LIPSHTT: I see. 
TH CHAIRMAN: That 428 si1 onea* stretent 


competitive basis? 

That is right. 

And that is the way you predicate your field price, 
because it is the proper way to do it? 

That is righte I+ would be unsound. 

MAJOR LIPSETT: I just wanted to clear it 
up from my point of view because I was querying it am 

I did not know whether it was sound or not. 

WITNESS: Quite all right. 

TH CHA IRMA N: Now hire LeSueur, this 
whole thing about the competitive price and so on in the 
oil industry is all a question of one field backing up 
upon another, is it not? 

Pretty much, yes» 

One pool trying to ey away frow some other pool some 
market that the other pool already has? 

It boils down to that. 

And if more oil is found and no greater market is found, 
it becomes increasingly difficult to get rid of the oil? 
At times that is essentiaily so and at other times the 
market fairly weil absorbs it. 


Yes, and outside of the abnormal conditions of war, this 
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7 
industry as a whole has been in a pretty constant state 
of over-production for some years has it not? 

A Well over recently, yes, since the coming in of Beat 
Texas and Illinois, I believe that is true. 

Q And I was just wondering, you undoubtedly have thought 


of all these things in connection with the industry? 

A But I have not solved them. 

Q, No, but I was just wondering what the attitude of the in- 
dustry was so far as you know it and I wonder that, not 
because I consider that I have had some bright thought up 
here in the last few months, but because of having read 
what conceivably leading engineers of the industry have 
been saying and thinking and putting in writing for some 
time now; is there any hope at all of the industry clean- 
ing house itself in the sense of keeping its present pro- 
duction in some proper relation to present demand, do you 
think, or will it continue, in the absence of great demands 
through wars and the like, to become chaotic and as people 
go broke and so on, there will be less production and then 
once more there will be more production than possibly can 
be consumed; tanks of steel being used instead of the 
reservoirs of the earth to hold oil which is not needed; 

I mean I am quite impressed with that phase of it? 

A Quite. 

Q, The industry has been brilliant at technology in connect- 
ion with refineries? 

A Quite. 

Q It has been brilliant in connection with its devices in 
relation to exploration? 


iA Quite. 
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It has been brilliant in its marketing schemes but it has 
been deplorably lacking in some sense in connection with 
this production; now I say that, not because as I say I 
have had a bright thought----- 

No. 

But because of what engineers have said in these writings 
I have read and I wondered if you could help me any? 

Well I do not know that I can help you a great deal, Wir. 
Chairman. JI would like to, because the point you raise is 
certainly a very vital point in the industry; I believe 
that the principles of conversation have helped a great 
deal. 

Yes, they have helped some? 

They have helped somee That is by conservation and when 
they come to the efficient production and also to the 
economic laws of supply and demand, I think perhaps just as 
much has been done by the proper well spacing as by con- 
servation, because proper well spacing, to my mind, will 
minimize the rule of capture as much as anything else; 
that is I think it was very wise when they adopted in 
Turner Yalley that only one well should be drilled on cach 
40 acres and preferred that that one well should be drilled 
in the centre of that 40 acres; now that means that each 
well has an area around it which to a certain extent is 
protected from the next legal sub-division and that to a 
certain extent helps the rule of capture. 

Yes; in other words I take it we are going to better the 
field by conservation and by the spacing of wells, to see 
that it is drilled with conservation in mind and so on? 


Yese The great difficulty, as I see it, ture Chairman, is 
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this, that the petroleum industry is a world-wide, in- 
ternational industry, you are developing oil ina 
great many countries and the governments and people of 
those countries want their field developed and you have 
the condition in the States, all over the States, you 
have established pcsitions where various fields are 
developed to various jiegress and various companies have 
a settled position of investment in a lot of those 
fields sc that they cannot stop the development of those 
fields, the capital invested is too great. 

2) TH CHA TINA N; Do you think the industry 
will ever do anything about thet “tself? 

A I think it has. 

Q Or will there be, you see Dr. Frey seems, or Dr. Brom 
rather, seems to shun that idea that there ever should 


be intervention of any kind but that was the cry when 


conservation first came up? 


A Yes. 

Q The idea of influence artificially by Statutory Knactment 
and the freedom of action. wes positively absurd? 

A A portion of the industry was always in favour of con- 
servation. 

Q They did not shout as loud as the others, I suppose that 
is the idea? 

A No, the others always make the most noise. 

Q And today it is generally conceded to be a sound step? 

A Yese 


Now the same is true of course in connection with railway 


£5 


commissions and Inter-State Commerce Commissions, 


those are pretty weil recognized today as being sound? 
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A Yes, Inter-State Commerce Commissions are all right. 

Q Now I wondered if there was some way in which the in- 
dustry could be helped rather than interfered with, 
not in some little pool like Turner Valley but as a 
national thing and one must look at the national 
picture even sitting here bevause we are told by every~ 
One who comes up, that it is the national picture that 
effects this picture? 

A YESo 

Q And when I say national, I mean the Anerican picture? 

A The American picture, quite. 

& And which in turn is efrected by the world picture? 

A Yes 

a And one wonders if the evil of over-production, is there 
anything, any hope of the industry itself doing anything, 
it has done wonderful things? 

A The industry is doing things today. 

3) That is what I was wondering?’ 

A There is no question about it to my mind. 

a) Certainly your leading engineers are not hesitating to say 
they should do something? 

A No. 

Q And I am asking you as a practical man, is there any hope 
of arene being done or is it only considered a silly 
thought of professional men? 

A No, it is being done, there is no question about it, Mr. 


Chairman; in certain. parts I know, it is much easier done 


where you have a large entity who take the long view and 


who have the financial capital. and who appreciate what you 
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have just said, it is very true that the best storage 

is the ground which nature has provided and that these 
wells shall not be produced so as to get all your 
dividends in your pocket this afternoon but be content 
with taking them over a couple of weeks and who can 
afford to wait and produce according to the market, that 
is being done in I would think a great many of the larger 
companies. 

Have you any views apropos of that; coming from the 
general to the particular, and as I say leaving out con« 
servation for the moment, to which we will return in due 
time, but .o you think that it is sound that there should 
be a provision say in Governsient leases or in the 
regulations, that you have to drill on your leases, drill 
to produce that which is not needed? 

Well that is the practice. 

Yes? 

I think governments have been fairly open to reason in 
that; when drilling is not required or if it can be shown 
to them that drilling is not advantageous, that they will 
militate that obligation. 

As a matter of grace? 

As a matter of grace. 

And the question is whether subject to a matter of 
grace, after a man has put his money up, being forced to 
produce oil which nobody wants, just so that there will 
be government royalties, unless they are graciously 
pleased to forego it? 

Well that is the present condition. 

How sound is it? 


Well what I have usually found, I have never had much ex~ 
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perience but I have, I think, always found the Govern- 
ments,if you can go before them and state your facts 

and be ready to substantiate your facts, or let them 
investigate and substantiate them, I have always found 
Governments fair and reasonable, and that does not apply 
here, that more applies to dealings in South America 
where the Governments are supposed to be not as good as 
Ours. 


I suppose there will be a discussion of unit operation 


& 


and everything, when we are dealing with conservation? 

A I think perhaps there will. 

a) Then we will leave that. Now another thing, we have been 
at some poins, kir. LeSueur, to press upon every one who 
has come before us, and particularly upon Counsel of the 
major companies, how we would welcome the suggestions 
from those who have had great experience and great know- 
ledge of this industry, to help us in making recommend- 
ations which would be of assistance to the industry as a 
whole, has your Corporation or have you given thought to 
some such statements which might help us, or is that 
again something which you would prefer to leave until 
later? 

A I would prefer to leave that, ire Chairman, to perhaps 
consideration at the end of the general evidence. 

Q Quite soe It is your convenience entirely. Now 
gentlemen, have you any questions to put? 

Q WRe FRAWLEY: ure LeSueur, you were going 
to pass to some other subject? 

A Really I think that covers the aspects of what I wished to 


say, dir. Frawley. 
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Now I want to see if I did not misunderstand you about 
something you said this morning. You had visualized 

and stated that your company would prefer to use Canadian 
erude throughout all its operation? 

No question of that. 

You have a definite Canadian point of view notwithstand- 
ing your connection with the Standard Oil? 

I would say the undoubted view of the Imperial is en- 
tirely Canadian. 

And you would be glad to use it even as far East as 
Halifax? 

Anything we can do to help Turner Valley or Turner Valley 
expansion on a sound basis we are ready to do it. 

Now then looking at the Canadian oil industry as you are 
able to look at it, do you visualize Turner Valley crude 
in your Sarnia Refinery. some day? 

Well, mr. Frawley, my visualization would not be worth 
muche We have to follow facts as the facts develop. You 
must face this war situation for instance, if you had 
Vancouver crude cut off by this Neutrality Act, you might 
have to get your crude tec Vancouver temporarily at least 
by rail. 

I was not thinking so much of that? 

Temporarily, and the development, there might be another 
field developed which would give you a supply. 

Yes, that is true? 

and you might have another field in the States with 
chaotic conditions so that it is very difficult; 


visualization is not of much practical value. 
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Q Perhaps it would not help us much so I will not ask you 
any further along that line. Now you have, from year to 
year a production program in Western Canada, have you 
not? 

A Yes, we have a drilling progran. 


Q & drilling program and you hope the drilling will be 
successful? 

A Yes, we hope the drilling will be successful. 

Q And then it becomes production? 

A That is richt. 

Q You are drilling, the amount .of drilling which you set 
aside every year, is something larger than to merely 
meet the requirements of the three Western Provinces? 

A We are trying to develop the petroleum possibilities of 
the field. | 

Q Yes, and beyond this 18 or 20 thousand barrels a day? 

A Oh yes, we are running steadily five drilling outfits. 

Q Do you share in the view that it is rather too bad if 
we just want to contemplate merely the satisfying of 
the Western Canadian market? 

A I would hope that the West will ultimately supply much 
more than that. 

Q You think the developnent which is going on in Turner 
Valley today is besed on something more than just a 
realization thnt the Western Canadian market is there 
and perhaps nothing beyond? 

A I camnot say es to that, because we do not ey there 
are 15 other rigs possibly in the Valley. 


You would rather only talk about your five? 
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Yes. 
£nd you do not know what the other fellow has in his 


mind? 

Noe 

But you are fair to say you have something else in 
mind beyond these few thousand barrels? 

I hope that you will prove up reserves in the Valley 
beyond those which they have today and that it will 
afford practical potentials---- 

But you are of the opinion--~---- 

That is a matter of future possibilities. 

That is it, and there is the period in between, and 
you do not know how long that is going to be? 

I do not know. 

Just now there is not enough to warrant getting our 
production into the Kastern refineries? 

That is the fact as I see it. 

But you have reason to think---= 

I do not wish to throw any cold water on anybody who 
wishes to develop the Valley, to find its limits or put 
on a big production program in order to be assured of 
being supplied; there may be possibilities of expan- 
sion. 

Becaase as people have said, and will say to this Com- 
mission that it should reach further and so far as you 
are concerned you----- 

I do not want roe taken as throwing any cold water. 
Ynu would not want to stop the development in the hope 
of getting our production to Hastern refineries? 
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Q And you think if it goes there it will go by pipeline? 

A I think that is the only practical way; otherwise it 
is a subvention to the railways, or a tee tO the Lal 
ways and those things are not sound and usually not 
permanent. 

Q Do you not think if we only had the Western Canadian 
market to contemplate, that it might be a deterrent to 
the development of our resources? 

A It might be a deterrent to heavy production but I do not 
think you will ever deter the maintenance of the field 
and the pe, sibility of gradually increasing the product- 
ion of the field. | 

Q It might deter people from going into other fields? 

A I think an assured supply to the people of the Prairie 
Provinees is a very valuable thing. 

Oh yes. 

TH CHAIRMAN: Now unless, unless the 
potential is there and unless you cam have a very real 
reason to think that that can be demonstrated, which 
will result in a pipeline, it would be disadvantageous 
to prematurely drill out the field, would it not? 

A Yes it would. You would have to do what certain com- 
panies do, you would have to put your outpest wells, 
define the limits of your field. : 

Q Like FRAWLEY: And drill no more? 

A And gradwally you would have to have a lot of what we 
call "Proven drilling ereas", that’ you can drill up as 
you desire. It would not be necessary to drill them all 
but you would have to define the limits of your field, 


you would have to get a great deal more knowledge than you 


ce . ‘ 2. yas : 
85 x oe . . - oar 
. . ‘ j i : :, 
. E wonky Sone . ‘ 
- ie. t . ot 
: B= ria 2 oe = 
, : = ; " : ee £ 
: - = . ‘ <a ; 
2 « ct . “4 5 ; 
aoe e a4 us srs E “a 
Nag F ‘a : 
a . = , me : ; 
; : Cie - =a af ; . 4, : 
shes s ‘s F 4 3 ‘ 
oS es) ee 
on Z 3. ‘ 
: *t Sly te : 
a } s 
vee 2 : a : ‘ % . 53 
ie ae : oF E 
in aa Fi ta 2 : = 
= 
: : n Bee - : 
3 ESC. i Be i : ¥ 
: > : : : a : 
teend : oe, 3 4 2 : 
‘3: : ‘es z , 35 : i fi 
: os see 9 sd : | 
ee = i : : 
3: ay; x 7 3 ; 5 : a 
ee ie b 2 Se 
’ aes =f Soa i oe Ge ae 
2 z . os a ae + e * fe = 
‘ a 8 3 
. : : Sb ae ory =F Se 
2 z : : ane F ates at : = 
‘cae ge a ss | ; . F 
a Mea 2 i + z 7 = F 
ont = : 
OF i 
Lee = es 
(Si — ‘ ‘ 
rm fy ae 
be . q ‘3 
: : cay ~ : : 
iP A a : : z ; 
g oe ee: : : a : a 
i) * ; 
— a aa = a = ; 
4 ‘s ; oe , 
’ Ee Ba) Drs : = ; = 
a : E - te =— J 


Re 


C2 
oA, 


a 


A 


Ve 


Le Sue ur 


have today as to the uniformity of your lime, porosity, 
permeadility and all that and the limits of the field, 

but when you do that, then you would have what we call 

in our industry "Proven drilling areas", which could be 
drilled up as you required them. 

THE CHA Tis N: And having delimited your 
field and having taken all other krown fields, you have 

to show that you have so much, so many thousands of bar-~ 
rels « day available, to go through the pipeline, accord 
ing to all engineering practice, for a period of ten years 
before you can hope to attract the capital to get the line? 
I think that is true. 

So we might as well look that in the face? 

Yao; ccuntnk that’ i a”ace 

MAJOR LIPSHTT: Pursuing that a little further, 
ire LeSueur, supposing that all these practical difficul- 
ties were overcome and that you had a potential for ten 
years in Turner Valley and 70,000 barrels a day and you had 
your pipeline to the Lake, what rate would that pipeline 
have to give in order to enable this Turner Valley orude 

to get say to Sarnia or the other market 3? 

Theat rate variese It has tc amortize the pipeline in ten 
years, you would not get capital I do not think on any 
other basis. It has to earn a certain profits 

Year | 

In addition the cost then comes down to largely the through- 
put, your load factor in u pipeline is possibly the most 
important element in determining your price per parrel. 


Yes, but I was not looking at it from the point of view of 
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the pipeline, but supposing you had all that, would it 
then he possible for Turner Valley erude to compete 

with Illinois crude? 

Well of course---+ 

And if s> at what price? 

All those factors I have mentioned would have to be taken 
into account and then you would have to take into account 
the price of Illinois crude and the price of Illinois 
crude may varye 

Supposing you had your pipeline, you had your 70,000 
barrels per day produced, could Turner Valley, under those 
conditions, could it compete with Illinois? 

It could not today on present Illinois situations, it 
could not compete with Illinois because it is quite self- 
evident, Mr. Commissioner, if Illinois crude can he laid 
down at $1.37% at Sarnia and you are paying %1.20 for 
Turner Valley crude in the field, you can seo the dif~ 
ference is only 174 cents te trausport that crude from the 
field, with all the handling and trans-shipment of it au 
Port Arthur down to Sarnia, which is not possible. 

That is vhat I wes anxious to pursue? 

That is the present Illinois, that is the present price 
of Illinois at 61.05, hut if Illinois stabilizes at 

G1L.15 or $1.25, then it gives you more margin and then 


you have to figure out the factors under those conditions. 
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TH! CH*TRMAN: It is just a matter of 
whether or not, after you have got the money to get the 
Pipeline. and the.50,000 barrels or sc to put. through it, 
whether or not at the other end it cen successfully push 
beck some other oil. 

A That. is,it exectly. 

a And that other oil having to go somewhere would push on 
something else? 

A Theat. 15,020. 

Q And they push.on.cech other. It.is the old ‘story .ef there 
being too much in the world and ae Of (20 Winrinatam ymin! 
something is done ebout it? 

A Yoo thats is 7h ent. 

MR. COMMISSIONER LIPSETT: With #1.374 Illinois, Turner 
Vetlovaao Gus precen) price, even with a@-plipeline,- could 
not compete? 

A Gould not compete. 


Supposing that the price of Turner Valley were to come down 


fom) 


to »1.00 with a veiw ts competing, would not the same thing 
take place at Illinois? 

A Lilieeis woulcwpessibly: drop. tts, price,to a.level et which 
CeCe wrt COU HOLGehiSG Marcel, 6itner there or some- 
place else. Jllinois,when you start to push Illinois out 
of the market it won't confine its fight to holding that 
market, ageinst you. Lt would endsevor to see if «you eet 
a share of that market where it cen place that share at 
thie best neice... They. mieht have ho Tighs you for thek mark 
et or they might be able to give you part of thet market 
and take pert of some other merket at a better level. 

a) Then are there any suggestions you can make, Mr. LeSueur 


how to gst a merket for Turner Valley crude, assuming the 
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70,000 barrels a day and assuming they hed a pipeline? 

A Well Mr. Commissioner when the situation arises then we 
will study the facts existing and try to get a merket. 
THE CHAIRMAN: The fact they are at water 
ana they have the whole world to sell it in -- 

A Theat Le Tignt. 
MR. COMMISSIONZR LIPCETT: Would that not be one of 
the very vitel factors -- 

A I cannot answer you Mr. Commissioner until I knew the 
facts, the surrounding facts when that situation arose, 
THE CHAIRMAN: The peint- 2s 1h sthey, ere 
going to get a market when they do get the pipeline they 
first heve to push back some other oil that is now in the 
field? 

A yes. You have to know the factors at that time to see what 

Q They abl do. 

Q And then the process of pushing back and pushing back, you 
EO thet nisning back’.by cutting the price? 

A ie b Le oe ets 

Q Until you get where the producer cannot possibly produce 
at the price he can get? 

A Tate right. 

Q And when that has gone on long enough and there is a stop- 
page long enough you make a new start in this silly circle. 
MR. COMMISSIONSR LIPSsT?T: I am trying to see if there 
is no solution or no way out. Assuming you get your 
7000 barrels available for ten years at this) end? 

A Yes. 

Q You then go to the people with the capital and that desire 
40 put in a pipeline if they can.see their way to do it 


but before that pipeline goes in have not they to investigate 
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end form an opinion, such as I am asking you, as to whether 
or not there is a market? 

They certainly do. They investigate the markets and the 
possibilities of the markets. The possibility of that 
crude being brought down at a price which will hold a mark- 
et. Their decision would depend on all these factors at 
that time. 

And you cannot give us any -- 

I cannot estimate thet. And any estimate now would be simply 
valueless. 

aven if we had the 70,000 barrels per day? 

Even Ai we “eq the 70,000 barrels per day I do not think 
you coula get into the market except at a tremendous re- 
Ouciton in price anc then it gets back to -~ 

Even with a pipeline? 

Even with @, pipéline, you would have to reduce your price 
materially. 

And you cannot give eny sort of a general -- 

ho 

Impression es to what that figure would be? 

Turner Valley would heve a fight on its hands with a field 
with a very Large production which is always a dangerous 
field to Tlent. 

Tue. De whet 1 wes sort of saying. if you have your pro- 
duction and even if we have the 70,000 barrels, we could 
probably get the capital for a pipeline? 

I would sey for immediete investment it is not in si ght. 
Even with the production? 

Even with that, because Illinois is a very powerful field. 
Tllinois has been large enough and powerful enough to 
upset the Mid-continent, one of the biggest fields in 


the world and if it can upset Mid-continent it can certainly 
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put up a tremendous fight with Turner Velley. 

Is there any other market like the British market, or 
any market like that, that could be got in competition, 
if a pipeline is there? 

Well the British merket is a seaboard poeee end has 
available ali) the sea-board crudes of the world. For 
instance it has Venezuela? 

Yes. 

Venezucia crude: available, 

Yes 

It has Venezuela products either from Aruba or Curacao 
available. 

Would Illinois at the sea-board be strong competitors? 
Would it be es strong a competitor. as-lteds at Serna 
for instence. 

No. because Tllinois hes to pay the freight rate to 
sea-board. 

There micht besa possibility, of a market if we had 
tThisy production.» in Turner) Valley end they pipeline, 
there might be a sea-board merket? 

But Turner Velley has to pay transportation costs too. 
If Turner Valley were on the sea-board then it is a 
diferent proposition. 

AStity as you Raver nowmwany figures) -- 

ipee TROtHthi aki lacenyreally helpyvyou becsuseytherun- 
certainties are too numerous and too great to arrive 
Aim enyecOneClUSiOn) ,f On they sSuppositions, you, are making. 
They certainly seem highly specula"ive? 

The oil business is highly speculative. One thing Mr. 
Cheirmen thet Timay mention, is that the,oil industry 


hes to have a large possible supply ahead.,That,is: one 
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factor that urges you on to keep the supply ahead, 
not drilled but proven ,and possible prospefts. 

THs CHAT RMAN; There is surely a very 
great distinction to be drawn between exploratory ef- 
fort to know that you have reserves as a back log for 
your retineriss, that is one thing? 

A Viet 2a) OL eb. 

Q ADC wie criltineg ers field when it does nov meed to 
be is guite another thing? 

A Quite enother thing. Your drilling operations. must 
Carry your Tindine costs. 

) GWultve Bo. Your exploratory work is certainly part of 
your operating costs? 

A it must 06. 

Q Just as you have your study on new devices and means 
of advancing your Industry properly chargeable? 

A Yes. For instance we have two fields in Colombia and 
Peru: producing, practically fully developed. We have 
four million acres undér exploration in Eeuador and 
we have interests in activities in Venezuela, of which 
some are fully developed and some partly developed and 
@ great many under exploration. We have to carry on 
that exploration work. 

Q Have you any fields - I won't enter upon any discussion 
of them now - but have you any fields in which you alone 
are in control and where you have a straight out unit 
operation? 

A Our two principal fields are unit operations. 

Q No doubt at all thet is the ideal development? 

The ideal development. I might say that we show we are 
in fuvor of unit development when we have consolidated 


the gas-cap, the only possible way of preserving the gas, 


Oo & 
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MR. COMMISSIONIR LIPSETT: This development that you 
are carrying on 1s1t the imperiah O11 Company? 

Through the International Petroleum. 

That is controlled by you altogether? 

The Imperial O11] owns about 60% of its stock. The rest 
Of ite Stock 1s scattered ell over Cansca, Great Britain 
and the United States. 

THE CHAIRMEN: i don't want to enter upon 
if now but there is no doubt I am going to ask you what 
your views ere With regard to unit operations even though 
there De cCivided ownership. | 
Yeu. 

We can come back to that at another time. 

ALL Prien ¢ 

Vics MienG Ue Aa yCOnvenient time end 1 think it Tiehnt that 
Ds ouUlCsece you = \perteps Counsel would 37 [ did not j= 
there have been suggestions thrown out before us thet, I 
think that is right tno say that there have been some sug- 
Bestlone thet there has been Some control exercised Over 
your Corporation, Known as the Impsrial, and therefore 
Over ite subsiduary, the BRoyalite by the Standerd Oil of 
New Jersey, the parent company, which has had perhaps a 
Sinister influence upon the activities of these Canadian 
Corporations. There is the inference to be drawn from 
whet has been said or suggested by cross-examiners that 
it may be indeed thet the primary consideration was the 
American Corporation, the Standard Oil of New Jersey, 

end that the Canadian Corporations could be so manipulated 
in their operations as to hest Serve the ends of that 
Corporation and thét that Corporation in turn has aimed 
at getting a throttle hold on everything that there is 


in Turner Valley in perticulear and 1 gather in the oil 
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world in general. Now I brine that to your notice only 

in order that if you wish to make some observations that 
will appear on this record you will have ae opportunity 
Gl Orne t, 

A Well I may say this in regard to that, the Standard Oil 
Company of New ~ersey owns about 70% of the stock of 
Imperial Oil Limited and is neturally the largest stock- 
holder. The Standard Oil Company of New Jersey does not 
interfere in the slightest in the management of the Imperial 
Dil Vompeny except With regerd to capital expenditures. I 
have been connected with International Petroleum for a4 
good many years end em Sxecutive Vice~President of Inter- 
national Petroleum. I neve been connected with Imperial 
Cis ncee vob. Loet 1s 6 comparative y short tame, DUG 
in all my experience I have never had any interference 
by the officials or directors of the Standard Oil Company 
of New Jersey in any of our moves sither as to policy 
within Caneda or within South America in our operetions, 
or as to price or as to any other decisions in Toronto 
With the exception that when we come to the point of mak- 
ing up Our budget of capital expenditure these are sub= 
Mitted to New York. they are our recommendations , our 
budget. They are discussed with New York and frequently 
they will suggest that some improvement could be got 
in another way. Sometimes our opinion prevails and some- 
time theirs. It has been found to be a very benefical 
relationship and they have to have that over all picture 
because the financial expenditures each year are tremendous 
and there hes to be some control. We find - I do not say 
they control it vn away, it is really a matter of dis- 


cussion. But they see what is going on, Outside of that, 
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Miso. ee Of nr ces bere, crude oll prices or otier 
prices, there is not the slightest interference. we 


never discuss it. I have at no time in all that period 


that I have outlined as my connection with the company , 
discussed. crude, oil, prices here or product prices or 


anything of that neture. They have all bsen settled in 


DOTOINLO, - nis idea.ot the bogey of, the Standard Oil is 


illusory. I think Dr. Frey's evidence as to the fact 
that Standard Oil control only 5.9% of the production 


in the United States - I am not sure what their proportion 


CM cer ining capacity a6 but it 18 mot »redominant - is a 


complete answer to the fact that they control prices, 
RiSsvecOnLasnoUsmoecibivy control prices, It is just 
laughable to think that they would be supposed to control 
DELGGS. silk is just nou possible under the conditions. 

Now than that being so, enother thing that hes been stated 
or has been said from which the implication might be dreawn,is 
that the ultimate aim is to gradually eliminate other prod- 
ucers from all fields in which you operate so that you will 
have it all for yourselves. What have you to say about thet? 
I say thet is not our objective. Our objective is to assure 
a supply, a continuous supply and steady development of our 
property... .AS tO acquiring others I do not, think we have 
enough money to do it, to start with, and even so I do not 
think we would spend so much. There is no such idea in our 


Minos. 


Again when we reach it you will have in mind that it has 


‘been said thet Conservation as practiced in Alberta will 


ultimately have the effect of putting every last acre of 
Ot lendusn Alberta into the hands cr the [Impérial oil 
Compeny. I em not now suggesting that thet would be wrong. 


T em just saying that that will be the subject of consid- 
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eration when we come to Conservation. 

A Yoo Gnd I Will Be. eled to. diecues, toh. them, 

MR. FRAWLAY: Following up one of the 
Chairmants remarks and just to have your views on it, 

I heard one of the Larger producers in Turner Valley 

sey ina Legislative Committse meeting that it was in- 
evitable that your Compeny should ultimately control, 

if onou own turner Vajley by reason of this, thet sour 
drilling progrem was always bigger then his or any other 
producers and that with pro-ration there would be a con- 
stant process of pinching out the small producer because 
as production got bigger and pro-ration being there all 
the time that it seemed to be simple arithmetic that 
you people would soon own everything. 

A I think that reasoning is fallacious, to start with. But 
on the Chairman's suggestion when the question of Conserv- 
ation comes up we Will discuss it then. 

Q All yient. Very well. Lt just have one other question. 
There are two ways of looking et this pipeline saving 
aren't there? 

A Dota not ourre eet thet. 

I sey there ere two ways of looking at it? 
There may be a dozen. I do not know just what two you 
have in mind. 

Q You mentioned one. You said you though it should go on 


the producer price? 


A Oh that is the saving. 

Q Yes. Thet famous 59. 
THE CUAIRMAN: The one already in existence? 
MR. FRAWLSY: Yes the one that has been 


in - iL hope it is all in the bank someplace. I am speak- 
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ing about the 54¢ and I started out by saying tnere 
were two ways of looking at it. You gave us one and 


what is the other one? 


TH CHAIRMAN: B¢. 
MR. FRAWLEY: Bg. 
THE CHAT RMAN: 5éc on the pipeline and 


24¢ on loading. But thet 2$¢ only applies to what is 
loaded and goes out. 

That only applies to what goes out of Calgery but still 
that is considered in the computation of the price which 
ve seu, Decvauee Ghe price is set ex-Regina, 

MR. FRAWLEY: What price? 

The price Turner Valley gets. 

Yes iiet) is Tlent. Now you have discussed that and I 
understand your reasoning. 

THE CHATRMEN: I understand the witness 
for sey that wi 26 beine the present price == 

MR. FRAWLEY: There igs no doubt that 
you look upon that as a contribu#éion to the crude producer 
which would add to the crude price that 8¢? 

THs Chat RAN: it is quite open to argunm- 
ent that it should be passed on to the consumer. 

MR. FRAWLEY: Yes and what do you think 
about it? It is just a decrease in the refiners laid down 
coe, Massaro’ ivom thes ord of July Least. Thatsis so-is- it 
not? 

Wo I do not think it is. A decrease on the 3rd of JULY 
yes possibly but the question is whether thet crude price 
should not be increased, which I think is the case. 

why? 


For this reason that you teke the vaiue of the Montana 
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crude laid down at Regina and from that value, which 
is the competitive base, you deduct the cost of taking 
Turner Valley erude to Regina, end that. is the price. 
One of those costs is your pipeline rate and another 
0st baeunyoun loading charge.,...co.that if your loading 
cherge is only 2%¢ insteed of 5¢ and if your pipeline 
rete is only 94¢ instead 15¢ it means thet your laid 
dewn price at, Rsgina,.for Montena.crude will, be less. 

2 That isrteues(,Now on) the.end of .July refiners were 
paying what was deemed to be a fair price for the crude 
in| Turner Valley, the;day. before any pipeline rsetes 
change wes made. They were paying whet was at that 
wAimelpredumed to be =e fair price. 

A Well it was a price at that time set by the exist- 
ime conditions, 


Thet is true and the producers were getting 41.20 per 


ew) 


banrel and that, appeared, to be a fair price. 
A iMetewasiingnink a Tair price figured on competitive 
conditions existing at thet time. 


And you think it does violence to the situation b, say- 


& 


Ree) Wien Bis 9a) Tedr orice, and that price will continue 
and we will regard the saving in the pipeline as a sav- 
ing in the service for which the refiner must pay? 
A But Mr. Frawley you are adopting s competitive basis for 
your (¢rude prices. That is your base. 
I quite see that. 
Piethetatsocouthen why not .adhers,.to,it. 
Q Efpyouyexmrive at the fair price by virtue of its value 
at Regina and as there were certain deductions to be made 
you very quickly and automatically arrive at a greater 


value for the crude? 
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A Thet is rient, rs 

Q Thet is your point of view and I understand it very 
definitely. But I am striving to see if there is any- 
thing at Sak can be said tor the consumer. I a putting 
it to you the refiner hes a certain ete the 2nd of 
TORRE 

A I would prefer to leave it and I do not see any purpose 
that can be served other then your basis of the naturel 
basis for setting a price of Turner Valley crude is that 
compstitive replecement basis and thet the competitive 
replacement basis put the price at 11.28. 

Q Poeielt ewe ler et ef “120 Montane crude would: Strid 
come in here? 

A Hol there te 2 Lon coming in here now, 

Q Montena crude? 

A Montene products, which is just the same thine. 

Q I was going to ask you ebout thet. You Borer atsk a me king 
thet gesoline? 

A © quite aeres, However that, is the fact. 

Q But veo fou think 2f 2b wes yl.c0, 15 was lett at wl.eo 
- you say it is not coming in now. 

A Well I do not ses much object in really discussing it 
Mr. Frawley because there is a sound netural basis and 
I think the one to be followed. 
THE. CHAIRMAN : von Say mie i1s oineg to 
be on a competitive basis thet you have to take your 
trensportation costs into account as between the refiner 
and producer? 

A yes if you do not take a competitive basis you are com- 


pletely at sea, 
MR. FPRAWLSY: But you hevs to arrive 


at that competitive basis for the purpose of protecting 
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the producer? 
Not protecting him but for the purpose of establishing 
a price which he should properly receive. 
THE CHAIRMAN: Thet is your proper price 
equilibrium as I understand it. As I understand the 
Witness you cennot possibly give this to the consumer 
and keep on @ proper competitive besis, carry out a 
proper competitive scheme of fixing your field price, 
at least a competitive scheme on a proper basis. 
That Ps Tight. 
MR. COMMISSIONiR LIPSETT: In other words I suppose, 
Mr, LeSueur, you would say the »1,20 was fixed not be- 
cause it was necesssrily fair but because that wes the 
competitive price? 
ToHeu.1s Tight. 
And of course Jif thet competitive position alters the 
price -- 
The pric’ alters. 
The price agein whether it is fair or not is #1.28? 
You apply your natural basis to the conditions, 
The original basis wae not feirness or unfairness but 
competitive? 
That is right. , 
MR. FRAwLUY: Now let us see if I can 
get anything out of this, because I make no apologies 
for being as zealous as I can in order to get this 
saving to the consumer. If it is a hopeless proposition 
Iwill be glad to sapere it just es anyone Slse. Let 
us essume we do a little violence for the moment to this 
purely competitive method of arriving at what the crude 


price should be, and let us say we do make it ,1.20 for 
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purpose of secing what happens. It is»-left et 1.20. 
I put it to you is that going to weaken the position of 
the producer? Is he going to lose some of his market? 

A Dige nOG Chink JT 18 6 réal’ factor. I think ‘the real 
factor is you have é« natural comp2titive basis which 
is sound and which you must follow. I do not see any 
reeson why you should depart from it. 
THE CHATRMAN: There is something more thet 
I want to ask you ebout but you will be back again and 
I do not think I will bothsr you now. Are there any 
questions? 
MR. CAMPBELL: Just two or threes points 
I would like to cleer up. One is this question of the 
Tllinois supply . And then I am interested in Colombia 
etd you tell me the price is 1.05. 

A No thet is Illinois. 

2 OG SLPLnOiss Secu se me. 

A Yes. 

® Wow the choetic condition they are below $1.05 in no 

way influences our market in Western Canada because 

you dO not taks adventage of it? 

A We do not take advantage of the chaotic conditions. 
So thet until Illinois is stabilized and under some 
control and the price advanced beyond :,1.05 you do not 
think we cen get into the Manitobe market? 

A CeO WO Sane So. 

Q But whet I want to point out is thet you are not takéneg 
advantage of that chaotic condition . 

A No we think of a matter of policy that it is unwise to 
use the chaotic prices and we consistently buy at the 


posted prices. just as a matter of policy for stability 
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Q You Will admit also that the price today of Illinois or 
of any other plecée is the lowest it hes been since any 
time on this Continent since Conservation came in? 

A Well it is low Mr. Campbell, but the Illinois posted 
price was lower than it is today, 

a) Cf course Illinois had a field of almost the same size 
as this one some years ago. . 

A Yes Em hac a small field. 

Q And it declined very rapidly. I6 it your opinion that 
if it is not controlled thet it will decline very rapid- 
ly this tite? 

A Well I am not sufficiently familiar with the field as to 
say. The field is too large I think for anybody who is 
not actually operating in it to Know the conditions as 
they progress from day to day or to say how fast that 
field will decline, becsuse you may get one portion of 
it declining and another coming up. It is difficult ‘to 
answer your question, 

Perhaps Dr, Frey could answer that? 
Yes IT imagine he can. He will be much more familiar with 
Lt 

Q guest a word on Colombia. (You, tell us you bumlg, that line - 
ore athe Line: Ve.ive 

£4 ap ie ee ye. 

Q Is not the agreement you hed with the Government that when 
the open flow production was 20,000 barrels per day you 
were to start thet pipeline? 

A No we have no such agreement with the Government . You sare 
mistaken. You are thinking of the Barco concession, The 
Berco concession hed an agreement like that. Ours is the 


DeMares concession. Barco is just being developed now. 
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Yes, 20,009 Gpen flow, 

When they get £0,000 barrels which was called the 
potential production then they should establish a 
refinery. That is a small refinery which they have at 
Cucuta.®° It is a SKimming plant really processing a 

very small amount, | 

Now this line of yours was a difficult line to build 

Was it, the ia® > lime? 

it Was difficult. 

With 50,000 "barrele? 

Theat Was our original ecepacity. 

And whet sort of a potential? Through what size choke? 
The potential we have. 

ee. 

We do not teke these potentials on that basis. We always 
figure what} it would produce over a period. and produce ef- 
Pr ctenaly. 

30,000 barrels you say? 

We certainly had that practical potentiel as I would call 


it before the pipeline was built. 


(Page 14,523 follows.) 
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MR. CAMPBELL: Mr. LeSueur, you were speaking 

about the necessary security which must be given before the 

pipe-line cen be built? 

Yoese 

And in that connection it is necessary that there should be 

an assured, continual supply and an assured markot at a price 

whieh would compete, thet is your view is it not? 

I think that is perfoctly correct, substantially corrcct. 

THR CHAIRMAN: And a supply which would permit 
of amortization over a certain number of years, ten or twlevo 
years? 

Well ten years is the period which we regularly take. 

MR. CAMPBELL: = That is really a matter of the 

risks, of the financiers and the reports whieh they accept? 

Well I think that is the general basis accepted; if we wore 
discussing a pipe-line for our own operation, finaneed by 
ourscolves, if we do that we adopt ten yoars. 

That is right, but assume someone elsc is financing it and 

they choose to take 12s years amortization? 

That is their business. 

In view of the world picture which you have given to the 

Court this morning and with which everyone I think entirely 

agrees, it would be necessary thon to have really five 

partios to this agreement, would it not, the refiners, the 

producers and the transportation companics, both pipe-line 

and water, plus perhaps the Dominion and Provincial Governments* 

I think the more parties you can have the better. 

Because if they are going to.join in it ---- 

L.do not think that it would be what you would eall "necessary" 


but it is certainly better to have them. 
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Q Because if chaotie conditions exist across the Line, you Would 
expect the Government to assist somewhere in securing that 
market for you? 

{ ~ 


A I think from a Canadian national standpoint the case could 


rv be well put before them. 


Q Yes, from a national point of view? 
A Yes. 
m s oT S s 7 
C hat is just what I em coming at. Now in that connection, 


you toid the Court that we would have to store for six months 
at Port Arthur? 

A That is approximately Gorrect,. yes, six months or whatever 
their winter season might be. 

Q That is tne, point 2 am coming to; as you know from a matter 
Of DU Voqre* record on ae lakes, that the average of the | 
Season in opaning is April 19th and of closing is December 25th, 
so it is really 8 months' transportation on the Lakes? 

48 .~ No, I would not agree with you there, Mr. Campbell; we do 
not run our boats that late and’ wo run tankers on the Lakes 
all the time. 

Q “When do you stop? 

We Gonsider about November 15th, that is the real close of 
navigation. You might run them longer; your insursnce 
rates change as you run them longer. 

Gj That is right. 

4 And your risks increase so that you cannot safely count on 
December 25th as the closing date. 

Q That is the report of the Government. with the increased 
rates for December? 

A Iam just speaking of whay we do with our own tankers. 


Then if you take the average navigation season on the Lakes 
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and pay the extre promium in Decembir, thet is the avorage 
navigation season on the Lakes and that would be a reasSonablo 


period to take, would it not? 


4 I cannot say whether it would be reasoneble or not. 
Q Well assuming --- 
A If you have Government reports I suppose you should give to 


those Government reports all the erodit which they deserves 
Now that is all I can say. 

Q dnd in addition to that, the transportation companies are 
willing to transport that oil up to December 25th? 

A I do not know anything abcut that. 

q Assuming they do, then that would be @ reaSonavle period to 
take, because I proposs to give to the Commission what they 
say, in writing? 

A Well, I would suggest, Mr. Campbell, that you givo that to 
the Commission because I am not in a position to say whether 
that is reasonable or not. All I can tell you is our own 
attitude, which we take with cur own tankers. 

q Now coming to your own storage and the storage of the other 
refineries in the Pst, --- 


THE CHAIRMAN: When do you start in the spring? 


&) 


A I would say we start around April 15th to the end of Jpril. 
I ean verify the exact date but approximately that date. 

Q MR. CAMPBELL: Yes, that is right. Now then 
the storage in ths Hast, apart from your own refinery in 
Sarnia, Mr. LeSueur, do other refineries have to store in 
Canada in the winter time, they do, do they not, is that 
not true, they all have to store their requirements? 

A I think most of them do quite a bit of storing. Of courso, 


we do not store in Halifax the same way because the Sea is 
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always open; in Montreal I think they do quite a bit of 
storing; they bring their crude in as late as possible but 
in the other refineries in Ontario I think they store largely 
for winter supplies. | 

So that apart from the Sarnia plant, the others would be in 
the same position, if oil were delivered down there from 
Turner Valley, as they ars today, they would have to store? 

I would imagine they are approximately in the same position, 
although I think as to that, they should speak for themselves 
because I do not know their policy as to storage and crude 
supplies and so on; that is really a matter for each individ- 
ual refiner but approximately I would say they would have to 
provide for winter operations a certain amount of storage. 
Yes, just as they are doing today? 

Well they have to do it anyway. 

Yes, so there would be no chango in the picture so far as 
storage is concerned with the other plants; now then, coming 
to Une (tielc here, you of course know that at the present 
time thero are four or five different reports being compiled 
on the field to present next month to the Government at 
Ottawa? 

Well I didn't really know that. 

You knew they had all agreed that Dr. Brown should be one 

of those to presont those reports? 

Well, I think that is very good 

And you have some confidence in his judgment? 

Oh, yes, I think Dr. Brown is a very competont engineer. 

Well sow you have heard him yesterday morning give evidence 
here as to what this field could supply? | 


Unfortunately I did not, 
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You did not? 

No. 

He gave ovidenes here yesterday morning, after consultation 
with the Conservation Board that this field could supply, as 
of June 1939, without undue weste, and it was his opinion that 
that was right, 35.000 barrols per day? 

MR. HARVIB: Did he say he agreed with that? 
Mr. CAMPBELL: with which he said he agreed, 
plus ie 12 wells which have come in since that time, that 

is his evidences now he suggested that, with normal drilling 
in the last few months, it would take 20 months to reach the 
point where they would have 60,000 barrels of consistent flow? 
I think he is optimistic. 

I see, that is your opinion, but as I say, that is what he 
thinks. 

Yes, yes, he is entitled to that and I admit he is quite 6 
capable engineer. 

Yese Wow if that wore so, would it not be advisable to prepare 
now to have that line, not completed at that time perhaps but 
partially completed if we can make the arrangements with these 
partics that I have suggested? 

‘ell, Mr. Campbell, I would not wish to hinder you in any 

way from going ahosd and making the arrangements on the basis 
you suggest but I really do not care to say much more on it. 
WG Ls meine on 

T do not- think that I should say mueh more on it. 

Well, of course, what I am trying to correct now is the 
impression you have left. 


I have to adhere to what I consider to be the facts., 
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gq The information you have given is information you have been 
given yourself by your own engineers I suppose, the enginecring 
point of view and the costs and so on? 

A Well, I have had certain discussions with our pipe-line 


engineers in @ general way. 


m Yes? 
A My diseussions have not been with any detail and the study 


that would be given to it if we considered the proposition 


immecdiatoly before uS. 

Q Yes, well now you, so much for the storage alone and which 
you say must be run to a reasonable capacity over the sntire 
year, a storage of six billion barrels, which is the safety- 
valve of that whole scheme to provide for the peak load 
of Onterio, now that can be stored for the winter months for 
less than 1 cent per barrel? 

4 You say so. 

Q You are not prepared to accept it perhaps but you would 
consider it? 

4 That is your statement, not mine, I do not know. 

Q Bub if that is so, then it is not an obstacle, 1s it; of 
any consequence? 

Well you meen this storage at the head of the Lakes? 

Q Yes, that is the point. 

4 Well I think it is quite, in the practical operation I 


think it is quite a point; a point whieh has to be considered. 


Q Yes? 

A Quite seriomsly. 

Q Yes? 

A IT do not say it is an obstaclo. When you really want to do 


a thing there are very few obstacles which will stand in 


your way, providing the facts you are basing your projucts 
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on are proper. 
toga ee yOu 5 at least your representatives, accepted 

Drs Brown, would you consider Dr. Brown as being the best 
man we could take to make these reports, everybody in 

Canada agreed to thet, that was at these meetings? 

IT think Dr. Brown is en excellent engineer, a very capable 

mg ne 

There have beon 12 wells in since--~- 

I do not agree, however, that any engineer however excellent, 
ge ivralee.oLes’* 

Oh, I agree with that, no doubt about that, everyone agrees 
with that but at the end of this year with normal drilling 
and another twelve wells in, which appear to be expected, we 
arrive practically on the same basis, 40,000 barrels consistent 
flow and that is what I am coming at. Now you said here 

aU Go" 20,000 and you Say you do not want to injure us -<~ 

No," i dian*t say 20; Yor what. 

Tou sara" this Tield- today, thet. you'did ‘not thinks: 10 eould 
produce much more, consistently, than it is producing now? 
No, not much more than the allowable now, 26,000. I said 

I thought that was a fair amount to be taken as a practical 
potential over the period of 60 days. 

Then the Board and Dr. Brown in your opinion are wrong, in 
your opinion? 

That is my opinion. 

And the opinion of your ongineers? 

Well, I @o not think our engineers, I have not recently 
dissussed it with them but I believe that is about what we 
figure. 


ray 


How do you base your conclusions, on what facts? 
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“ell, I base it, that I think some of the wells are not 


producing their allowables today. 


| Yes, but take all the wells? 


> 


Even the allowable which goes to make up that 26,000 barrels. 
That is right, and taking that all into consideration, which 
has been taken into consideration, the Board says and Dr. Brown 
says that it can do it with less waste than they did in 1938? 
“iell if they say so, I am prepared to let that stand as the 
evidence but my opinion is what IT have stated. 

Now you mentioned the field, you realize and admit that 

Turner Valley is one of the large fields in the world? 

It is a large field. 

I think close about 6th or 7th in area? 

In area maybe but it is nothing like 6th or ‘7th. 

I am speaking of the number of square miias in it, that is 
what I am speaking of? 

I have never figured out what the -Turner Valley area would be 
as compared with the other rela but there are some tremendous 
fields in the worlé, you know. 

Then let us go on ---- 

And a great many of them. 

Very well, yes, of course there are. Well now let us go to 
the Turner Valley and let us assume that it is a big enough 
field, after the limits are defined, west, north, south and 
east, that that ficld is big enough in the opinion of, we will 
say, five engineers who are not prejudiced. in any way, would 
you say that that was not sufficient but that we should have 
another fisld or two other fields before we should build a 


Pipe-line, if the field had an assured production for ten 
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ar twelve years? 

If Turner Valley develops into a suffieient field to warrant 
@ pipe-line, then you do not need the other fields but tho 
other fields are an assurance to the pipe-line because you 
have two sources of supplye 

Yes, yos, and onc of the fears which may be in your mind 
about building the pipe-line and going to the east, is tho 
competitive conditions across the line that reflect thomsvlves 
in Canada? 

Oh, I have never felt and I do not think we have ever como 

to the stage of considering that in regard to the pipe-line. 
I have never taken it into serious congidcration. There are 
competitive conditions, you mean more or less than Illinois? 
Yes, or any other chaotic condition? 

Yes, that is true. 

That you do not want those reflocted in Canada? 

That is trueée 

Then if that is the case and I leave that to your sincere 
opinion, then if that can be eliminated by these five parties 
getting togethor and giving certain guarantees that the 
market would exist and be guaranteed, would that help you 

to say that the pipe-line could be built, perhaps a little 
prematurely to when you think it should be built; do you 

not think. that that would be a good thing, you have always 
seid you hoped the day would come when you could do that 

in Canada? 

I would not in any way endcavor to hinder the construction 

of a pipe-line but I would like to very sure on my practical 


basis and to consider the facts very earefully before 
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definitoly saying I will go into e pipe-line. 

Yese Well I am cnming right to that point now, and will 
you say, if it was your, own company then, if you had sone 
other securities and guarantees from producers and Govern- 
ments that they would assist in doing that ---- 

I usually expect if I undertake an obligation I have to 
discharge that. If other parties are coming in, including 
the Government, that is a different thing but if they are 
loaning money on it, then you have to take care of it. 
Supposing the Provincial Government Was to say, as a 
safoguard over and above the competitive market and the 
competitive prices, that, "We will assist, we will put in 

@ suspense account each year a certain amount as a guaranteé 
for any chaotic eondi tions that might exist across Chota ionen 
and the Dominion Government might assist in the samo way, 
and those monies being paid back each year, from this 
suspense account, if the monies in that suspense account 
were not required, would you not be agrceable to going ahead 
a little before you would, as a company,undertake it? 

Well, Mr. Campbell, you arc getting into the financial 
realm, which I do not think you can pass an opinion on by 
more or less general statements. 

We will soon have to pass an opinion on it. 

Well, as I say, I am not going to pass an opinion on general 
statements of that kind. You must have much more detail 
before you, as to how you are going to work, the amount 
roquired and many, many other factors. 

That has all been worked out. 

Then you are better able to pass an opinion then than I an, 


if you have those figures. 
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I will show them to you, do you think that, you have wcerked 
this out likely, your engineers, what is your opinion as to 
the cost of running 40,000 barrels a dey in round figures 

at Port Arthur, plus the requirements of Saskatchewan and 
Manitoba? 

Well I understand the enginoers who have reported have worked 
it nut at about 40 cents a barrel, 

Based on what interest rate? 

Ci, tao: NOU Kno. 

That is the point you see, if you arc basing them on 9% as 
against 34 to 4% or as against any promise of any kind, these 
will all b@ differont? 

Well, if you have those figures I think they would be interest- 
ing to look at but I think you arc the one to express the opinion 
and not mo. if you have studied them, 

I just want to get your view? 

I cannot give you any view on theoretical figures, it would 
not be safe, it would not be sound and would not have any 
valuo. 

Let me put one more question to you +--- 

MAJOR LIPSETT: Before that, your view, 

Mr. LeSueur, is that 40 cents a barrel would be needed to 
bring it to Port Arthur? 

It is not my view, I say that is what some engineers have 
figured. 

That is on the ordinary commercial basis? 

That is on a throughput of about 40,000 barrels per day. 

And on the ordinary commercial basis for raising the capital 
and the ordinary commercial return that you would expect? 


I think, I am not suro just exactly how they worked it out 
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but I imagine it was more or less on those bases. 

Q THE CHAIRMAN: © 40,009 over the Western market? 
Yese 
MR. CAMPBELL: Yes, that is right. 

A} MR. CAMPBELL: Now just one more guestion, 

Mr. Lesueur, I am going back, I do not think, and I know 

what you have in mind because I have road up all your 
statements and I think you are Sincere, you want to develop 
the Canadian resources, I do net think there is any deubt 
about thet, now do we want to weit until all this is done 

we know we are going to drill in the same proven area, 

but are wo going to weit 20 months, or do you think we should 
proceed with these guarantees sey, ina year's time? 

A Well, it is very difficult to answer that, Mr. Campbell. 

I do not think there is the immodiate demand for it; 
whether that demand will arise in a year or two years or 
three. years, it is very difficult to say. 

Q Now what do’ you mean by "the demand"? 

Well I mean the facts which warrant it, the immediate 
prospects. 

Q Then do we come to tne conelusion then that you do not think, - 
that is the reverse of what I thought you had in mind, - you 
do not think thatthis @6anadian resource should be developed? 
Oh » dado, surely. 

Q Then if it should be, there is the market in Ontario for 
this oil if it can be met on a competitive basis, is there 
not? 

A I think that the real point boils down to so much of the 
detail of how it is worked out. 


Q Yes? 
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And a great many factors which you have to know, you have to 
have not only your own opinion but the opinion of those who 
are accustomed to these different branches. 

Yes? 

And that I would not like to express an opinion as to whether 
this was feasible and at what time, or whether it should be 
undertaken and in whet time. 

Yes? 

Because when you enter into a venture you usually like to 

seo that there is going to be an outlet. 

That is the security which I want to give you? 

And that is what is almost impossible for you to figure out 

at the moment. 

Of courso, you made the statement earlier in yonr remark3 

this morning that you did not ses any capital in sight. 

Now, of cpurse, the opinions as expressed by the British 
delegates in Ottawa --- 

Well that might be 1f they have investigatod. 

Your represontatives were present and they said, "If the 
reports confirm these conelusions we are here to build it." 
That is all right. 

And the reports are being prepared and the first one was the 
reserves , of courso, just as you have mentioned, that is 

an essential? 

YesSe 

And the market was the next one and that market ean be pretty 
well assured and what I am.coming at is, if those reports which 
are now being prepared, do show that these reserves are avail- 
Bio here in Turner Valley, - and I think we will have other 


fields before many weeks are ower, - but just in Turner Valley, 
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then are you still prepared to say that these men ara wrong 
and that you would not join in that errangement? 

& I am prepared to say we would give their reports every 
considoratione 
MRe CAMPBELL: Thank you. 

Q THR CHAIRMAN: bo you believe in the efficacy 
of Canadian tariffs to meet competition for Canadian oils 
or do you think that is an artificial barrier which should 
not be put into effect? 

b No, I believo they are very worthy, Mr. Ghairman. Take 
the prairies, Mr. Chairman, there is quite a differential 
in your casc, there isa big differential resulting from 
your sparsely distributed population and those factors from 
a national viewpoint are taken into consideration. 

Q You think it would bo part of wisdom from tho standpoint of 
the Oil Industry, with which we are concerned, to increasa 
the tariff on crude oil coming from the United States? 

A I do not think that it is possible to increase the tariff 


on erude oil for the reason that so much of tm market --- 


MR. FRAWLEY: There is no tariff on crude 
oil. 

Q THE CHAIRMAN: — I said "increase", create? 

A Yos, because there is so much of the supply coming from foreign 
markets. It would be a penalty, quite a severe penalty on 


the consumer, considering the amount, for instance Halifax 

is all external supply, Montreal is all oxternal supply, 
Ontario is almost all pixternedssuppay and Ioco is an external 
supply, so taking the industry as a whole we are quite 
dependent on foreign supply. 


Q Yos, and what about tariffs against refined products? 
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A VIell I think that is where, that is what I had in mind, that 
there should be a certain protection agsinst refined products 
coming in, which, of course, reflects and helps your crude 
as well, on account of the different conditions on the two 
sides of the line. 

Q Another mattor which has come up by way of innuendo rather 
than directly, touches upon the interests of your own or 
any of your allied companies in the Illinois field, 
propristory interests, what have you tn say as to that? 

A “ia have no interest in the Illinois field ourselves. The 
Carter Oil Company, which is a subsidiary of the Standard 
Oil, has an interest there but their interest has in no 
way affectod our position as to the purchase of crude. We 
have taken more Illinois crude and eut soe certain Mid- 
Continent crude wrely on a price basise 

Q And the Illinois crude which has replaced Turnor Velley crude 
is stili surely on a competitive basis? 

4 Still on a compsctitive basis. 

Q And not to serve the interests of any parent or subsidiary 
or associated company? | 

A Absolutely not. It is purely done on a price basis. 

g It is just as well for you to clear that upe 


IT am glad to clegr it up, I am very glad to. 


THE CHAIRMAN: Any other questions? 
Q MR. GaORGESCUR: Mre LeSueur, you mentioned at 


the time when the Calgary rcfineries dropped the Montana 
crude and subsequently the Regina refinery drupped it, the 
production was 8,900 barrels, approximately that? 

4 No, the production was much more but when the Calgary and 


Regina markets were cut off, then their output dropped to 
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that, approximately that. 

At that time then the State of Montana, they have so many 
conservations, conservations or pro-rations of some sort, 
and when that tragedy occurred, they were faced with some 
very high freight rates to the south of the State on 
acecunt of the oil coming from “iyoming, but when the 
tragedy occurrod and they were faced with the lost market, 
the price of crude dropped, chaotic conditions ensued and 
then we find that inside of a year or two years, that the 
State increased its production te 15,000 barrels per day 
and the price of crude has gone up. Now I would like to 
know exactly what miracle accomplished that? 

I do not know just exactly what you meane 

What miracle accomplished that situation, to what that 
Situation is due? 


Well that Montana crude found ga new market. 


( Go. Bor Page 14,339. ) 
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Yrould you then advocate we would have the same situation 
ac exists in this Province and mayLe then we could finda 
market and we could develop our production beyond what we 


have at present? 


You ask me do I advise chaotic conditions to get wider markets? 


Yes, since they boosted up the price and boosted the 
production and found new markets? 

Hy best judgment is that chaotic conditions and fights for 
markets are to be avoided. I think Turner Valley has 
obtained its economic market without a fight and it is very 
fortunate. It did not have to fight Montana ta get Calgary 
and it did not have to fight Montana to get Regina, which 
it ordinarily----- 

You do not advise we should have chaotic conditions? 

Wo . 

And yet in your own words the chaotic condition in Montana 
has boosted up the production and the price? 

No, it did not boost the production because the production 
criginally when it was supplying Calgary and Regina was 
higher than it is to-day. 

On. 

But it got back part of that production,or market for part 
of that production. But the production when we were taking 
it from Montana was higher than it is to-day. 

Tt is coming up there? 

it is coming back. It is finding an outlet for part of the 
crude which was cut off from Calgary and Regina. 

What I am trying to say is, the tragedy that the Montana 

or oducer faced, since then we find---- 


MR. FRAYVLEY: The tragedy being they found oil 
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in Turner Valley. 

MR. GHORGESCU: We find they have made great 
improvements in that State? 

Yes. 

In the price? 

Yes. 

And you say that at the time that you got your shipment from 
Turner Valley you were prepared to face the chaotic condition 
over there in montana and you were willing and prepared to 
take the brunt for a while of the expected competition from 
Montana into Alberta and from “ontana& into Saskatchewan. 

You did thas. This year in south-west Saskatchewan the 
price dropped consistently to meet the competition from 
Montana that came over in South-West Saskatchewan. In 

Poni tobe youjinsist that the danger down there is Illinois 
crude competing with Turner Valley. Well,the consumption 

in Manitoba, 1 am not familiar with the exact figure, but 

it is a drop in the bucket compared with the production of 
Idisnors. Well, you only had 2;000 barrels a day from 
Turner Valley ari while that might mean an awful lot for 
Turner Valley people it does not mean a thing to Illinois. 

I think too much‘stress has been put on the situation, or 
rather what action the Illinois crude will take if Turner 
Valley entered into the Manitoba market. 

THE OHAIRMAN: Are you putting a question to this 
witness. You are making a@ long speech. Jf what you say is 
true, and we should know it, there is ohly one way to get 
that to us, go into the witness-box and swear to it. But 

if you want to ask a question of the witness it is your 


privilege, 
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MR. GEORGESUU: The question is, Wnuld the Imperial 
©il take the brunt likewise in Manitoba as they did in 
Alberta and Saskatchewan, and use Turner Valley? 
No, the Imperial Oil would not. The [llinois position is 
a factual position to-day. We believe the situation as we 
have it is sound and should continue. Lemeanrrtuis ona 
sound basis in calculating your line and adopting your 
principle. 
MR. FRAWLEY: You pay the posted price for your 
Illinois crude? 
YeEsy wo pay theiposted price for "ELLinols \erudé. 
MR. CAMPBELL: Mr. LeSueur, the Chairman has 
brought up a very important point dealing with tariffs. 
Youisabd the hari ft on refined products might be increased 
somewhat coming into the country. It is now 1 cent.) at 
was 2% cents some time ago? 
Yes. 
What I want to get from you, I want to use this again and 
IT am warning you to begin with, would you raise the tariff 
or would you ask the Gcvernment to assist to the same extent 
as the amount of that tariff. Supposing the tariff was 
increased another 1 csnt on refined products, and whatever 
vou Tikevonicrude ,Gishat not°a factufromjyoummexperience 
that passes on generally to the consumer? 
Nataravly Plitegoes #into \your ae IMthinrk tee tar ig Ty on. 
erude is practically impossihle. 
I do too, in view of the present situation. Nevertheless, 
les cusisay we. pus iveonvthe refined) products. They still 
affect all products passing through because it increases your 
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Yes. 

There are 1,400,000,000 gallons of processed products used 
in Canada and 1 cent on that is $1,400,000.00. That has 

to be passed on because it has increasel your cost, to the 
consumer. Now, is it better to increase that tariff and 
increase that cost, which must be collected through direct 
or indirect taxation from the public by the Government. Is 
that not a fact? 

You mean----- 

The Government has to carry on. The Government is the public an 
after all is said and done they must pay that $1,400,000.00? 
[ do.not understand... You mean to pay .a.tax of 1 cent..on all 
gasoline sold in Canada? 

Well, or on the gasoline that comes in, which naturally is 
reflected---- 

You mean import duty on gasoline coming in? 

Yes, and that naturally is reflected on everything that is 
produced either from crude or the refined products. 

Which is the better, to raise the tariff or to go to the 
Government and say "Come along with $1,400,000,00 and assist 
this pipe line to that extent", as far as the consumer is 
concerned. 

Are you asking my advice as to which course to follow? 

Sure, what do you think is best? 

I do not think this is the place to give advice on these 
matters, Mr. Campbell. 

The Chairman brought the question up and we would like to 
find out what, in your a aber te ce best. Now, you are one 
of the outstanding business men in Canada. What do you think 
about it, whether to put on a tariff or go to the Government 


to assist this pipe line to that same extent? 
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R. VY. Leoueur. 
THe CHAIRMAN; An Oil sub-vention. 
MR. CAMPBELL: Tes, or canythane you dike to 


eall it. 
Well, my general view is that sub-ventions are unsound unless 
for a temporary period and for a very particular object. 
Yes, I agree with you. But assuming that they are going to 
assist to the point where it is no longer necessary and 
Suppose we get our development up and then, of course, we 

do not need that protection because the producers will meet 
that competitive condition? 

Well, I am afraid Ido not feel I am capable---- 

You are capable but you do not want to commit yourself. 
There is no question about that. Nobody is any more capable 
of answering that question. 

THE CHATRMAN: The witness has said it is his 
belief that these sub-ventions are unsound. 

MR. FRAWLEY: You used to have one down at 
Petrolia? 

Yes, Ghd we practicality supplied it. 

THE CHAIRMAN: I take it, Mr. LeSueur, that what 
you have said implies without question that you think that 
the actual producers' cost should have no bearing on the 
price which he will get for his products when marketed? 

so, I do not believe----- 

That is not a factor that is to be taken into aonount in 
SErivingvatyGhe: Hieldi.erice ? 

think that 26 rieht. 

Ea rianaen alle that follows from what See have said but I just 


wanted it to be quite clear. are there any other questions? 
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That is all, thank you, Mr. LeSueur. We will hear you 


think we should say to Mr. Burns that we are 


id 


again. 
very g#led to see fim back’ with us. 


MR. BURNS: thank you very much. Sirs 


(At this stage the Hearing was adjourned until 10:30 a. 


2ord October, 1929. } 
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THH CHALIRWAN: Is sire LeSueur still here? 
iRe NOLAN: Yes, he is, my Lord. 
THE CHALRMAN: We would like tn ask him 


one or two more questions before Dr. Frey starts. 

RICHARD V. LiESUZUR, hav- 
ing been recalled; 
THE CHATRwAN: iire LeSueur, we would like 
to ask you one or two more questions. 

Q MAJOR LEPSETT:I was putting it to Dr. Brown, with. the natural 

anxiety perhaps to promote the further use of Turner 
Valley crude if possible, the possibility of your posted 
field price for your present market as it stands, in- 
cluding the Portage la Prairie fringe and I was trying to 
get all the opinions amd help as to the further pos- 
sibilities of giving the crude oil to your Kegina Re- 
finery and I suppose to the i.oose Jaw and Brandon re- 
fineries, for such outlets us they could send Hast of 
that Portuge La Prairie fringe, with the possibility also that 
some help might be given by the railway companies in that 
particular haul as they huve given recently in the short 
haul and I was just wondering first of all if you would be 
good enough to give us the benefit of your opinion, first 
on the principle as to whether it would be possible in any 
way to do it and secondly as to whether the muchinery for 
carrying it out could be developed or wheter it would be 
too complicated to develop it; I rather gathered from Dr. 
Brown that while he did nct think it was impossible, he 
felt the machinery for carrying it out would be complicated 


and would make it very difficult, and the first thing we 
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world like to hear from you is if you think the principle 
is possible at all and secondly if there was a possibility 
of doing it with a pool or some other machinery, pos- 
sibly. through the Conservation Board or possibly in 
some way through a pro-ration scheme something Like what 
you had before where you took so much ut the posted 
field price and whatever the extra that went East of that 
fringe would te supplied at a lesser price through the 
pool or through a discount? 

A lure Commissioner, I feel that the only sound way is te 
follcw the present principles in vogue and that following 
sound practise, possibly the next real step in helping 
turner Valley is the pipeline to Regina; that would Le 

practically the next step if 1t were decided upon and 
would not be running against your sound principles on a 
egoupetitive basis; it would he more or less in accord with 
sound principles because it would possibly reduce your 


| 
| 
\ 


costs from here to kegina and naturally spread your 


sean Deccan 


market out. 

a Wow that pipeline would take in the Vritish American He- 
finery, and the Imperial? 

& You would have that supply and you would perhaps, you 
have shown you have enough oil for that market today. 

a For those two refineries? 

A Yes, and that is sound, that is the next sound step I 
think. Now the railwiys did meet us very materially. 


Up to 270 miles? 


£5 


A Yes. You have to corsicerthe railway situation and I de 


not think unybody wants to hurt the railway if they 


woe 


52 


1 


2 


Nos 


> 


=f" 


“ 


Re Ve 


Le Sueur 


~ 14,347 - 


meet us in a reasonable way. 

And your idea then would be, the first step would be to 
cortemplate the possibility of a pipeline to Regina? 
That to my mind is the first practical step. 


Now assuming that, that would of course spread the 


market somewhat probably because of the reduction in the | 
pipeline charge? 


Quite. 
| 


And presuming then Turner Valley would get the market? 


That would be the expectation. . 
Now then with that help, perlaps you would on a little 
further and discuss then the further possibility----- 

I doubt if it would serve any purpose to discuss fur- 
ther possibilities until we see what results would 


come from that step when you take it. Then you could 


discuss the further possibilities because you cannot 


tell at the moment where Illinois is going to stabilize | 
at and you cannot tell where that is going to take | 
you right at the moment. 
No, but assuming that is 20 cents a barrel off, I do 
not know what it would be, but take a figure of <0 cents 
a barrel, that presumably would send it further wast SY 
i 


reason of that reduction in the transportation charge? 


rae 


QUILT Ce 

Then if you got 20 cents or 40 cents, whatever you like, 
off the price of the crude for that market Hast of Portage 
la Prairie fringe, would that not be satisfactory bus- 
iness from the point of view of the producer and a fair 


thing to ask the two refineries to do, if it is feasible? 
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I doubt it. I think your first step is, if your pipe- 
line to Regina were found feasible and could be put 
through on a sound basis, I think that is the first 

step and when that is done and by the time you huve 

your market and so on, then it is time to consider the 
next step because there are to my mind very heavy dif- 
ficulties in getting beyond certain markets, 

I sake it the goal of your suggestion, the ultimate goal 


would te the Winnipeg market? 


h} 
aa 


I think the pipeline would give us the Winnipeg market, || 
that is off-hand. I do not want to state it decidedly 
but speaking ie and in the general perspective, 

I think it would probahly give us the Winnipeg market. 

A pipeline to Regina’? 

Yes. You get your marginul factor in of course but it 
would very probably give you that market. 

That then would probably mean a couple of thousands of 
barrels a day? 

It might be that and it might run more because you might 
go beyond it. It is pretty harc to tell until you pit 
down with pencil and paper and figure it out and until 
you get your pipeline set-up fully worked out. 

That extra 2,000 barrels a day, plus the present through- 
put to Moose Jaw and Regina, would that be, in your y, 
opinion, a justification for a pipeline as far as Regina? 
That alone, no, but your whole set-up might justify it, 
Mr. Commissioner. You would not take that factor solely. 
You would take it on your whole general picture. 


You would have your two refineries at the present plus 


2000 barrels a day, approximately, extra? 
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Yes. 


£ou think those three would not be sufficient for the 
pipeline to Regina? 

I think the pipeline to Regina today is a feasible 
proposition. 

Sounc from a business point of view too? 

Yes, that is what I think. ‘I also. of ccurse I want to 
say this, that I think we have to take the big view of it. 
I think the railways have to be considered. 

Oh yes? 

I do not think we should penalize them. Now Il can say 
that when we did thresh this matter out with them, they 
were quite reasonable, I mean when we got the reduction 
from 76 cents to 54 cents- ie told them that the pipe= 
iine would be certainly considered if we did not get 
some reduction. 

THE CHA TRiAN; And did that help to make 
them reasonable? 

Well it may have. wr. Chairman, but I must say that we 
found them reasonable. 

wAJOR LIPSETT: We'll now as against the 
present, you were speaking of the negina altogether at 
the moment. as against the present 95 to Regina, ap- 
proximately what would be the pipeline rate? 

LI would not care to say: 

Can you state on a guess within five or ten cents? 

No, £ would not care to wake any statements on that, ire 


Commissioner , because there are so many things which 
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would be involved. We know it would not te more than 
DOs 
Q And it must be substantially less? 


A I think it would be materially less. 


Q To make you form the view you have? 
A Yes, 
9 I think I understand that now, lire LeSueur, and that is 


one angle which might be very helpful to contemplate? 


A Quite. 


ijow to take you back just for a moment into this realm 


£5 


of the statement given as to ths possibility of doing 
something along the other line in conjunction, with that, 
with a view of getting Turner Valley further Haat---- 

A ~E would state, as a general principle, Mr. Commissioner, 
that I do not believe it is sound to depart from your 
fundamental economic principles; it does not work out 
and I do not think, except for very special conditions 
or circumstances and only over a temporary period. 

Q, Perhaps [I am only displaying my entire lack of knowledge, 
Mr. LeSueur, but you yourselves here in Calgary have ta get 
your vegular price for your finished products but on top 
of that you are taking a cut price inorder to get in- 
creased outputs down in the Southern part of this Prov- 
ince? 

A To a certain point. 

a) Tog Certain pola? 

A Yes: 

Q Now shat may not be a sound business principle, it may be 
all wrong, I do not know, but is it not exactly the same 


principle that is involved in the suggestion which I am 
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making, that the producers should do the sane thing, 

take their regular price for their regular production 

and take a reduced price for this competitive area where 
they camnot get into ut all except at a reduced price? 
Well I do not think the producer would be better off in 
doing it; your spread on pro@ucta into the area you 

might say that would ordinarily not be economical, is 
balanced by your greater throughput in the Regina. 

Yes? 

It is halanced, where one offsets the other. I Gouvt 

if the eruae producer in Turner Va.ley is in that pos- 
ition today. 

That is just what I wos trying to get your views on? 

I think he is getting approximately the market which he 
can best serve today. 

Well what is his position----- 

He might stand another, for a year or two, another 
thousand or two thousand and in a year or two years! time 
he might stand more, but at the present I think he is in 
a healthy condition. 

£8 I say I am merely seeking information and help, iir. 
LeSueur; his present position would be that he has say 
25,000 barrels at his full price? 

Yes. 

Now from an economic point of view would he not be better 
to get a further return from his well if he got that 
25,000 burrels at the present price and another say 5,000 
barrels at 20 or 50 or 40 cents a barrel less, which would 


be away over his actual operating costs? 
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A factor comes in of efficient production, what they can 
do,.and so.on,.all that. oomes ine 

[I am assuming all that within the proper method of pro- 
duction and proper conservation and all that sort of 
thing? 

Yes. 

But it is purely from the point of view of money, if on 
top of his 25,000 barrels today at the full price, he 
could get say another 5,000 barrels at say 20 or 40 cents 
a barrel less, would he not be better off? 

I do not think he would because he would have to upset 
his whole structure. 

You mean his financial structure? 

His price structure. 

Well would it not be fair to assume that he would still 
get the full price for his 25,000 barrels? 

Wo, I do not think it would be. We did use the weighted 
average for a particular reason under particular cir- 
cumstances, to protect the Valley and to help it along 
and I think the results prove it was worth a trial becuuse 
at that time the Valley was in a much younger stage than 
it is now and the development of the Vulley meant so much 
to everybody, the industry, the produsers, the Province, 
and the whole of Western Canada, thet it was well worth 
while taking that position tut I think today it has got 

a sound steady market for approximately what it oan ef- 
ficiently produce and I think it would be unwise to force 
the position; that in general is the basis oe my views. 


Well suppose that with continued drilling, say when they 
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can produce 5,000 or 10,000 barrels a day more than the 
present productien, us proper production? 

Then we would have to take out our pencil, Mr. Com- 
missioner, and figure it out, the exact position of 
Lllinois, the possible competition and take into question 
all the factors for extending that market and whether it 
could be done in our opinion on a sound and practical 
basise- I do not think we can decide it today. If the 
fact really warranted it I think we would endeavour to 


do ite 


But there are so many factors enter into it that my answer 
would be practically valueless I think. 

I see? 

And I would hate to give an answer on se many hypotheses; 
the number of uncertainties render the answer valueless. 
And you would not scare to give an answer? 

Noe 

I was somewhat impressed by the desivs, if possihie, to 
assist the producer in Turner Valley to get a wider 
market? 

I am quite as anxious as you are to assist the producer 
but I do not think it would assist him to try and force 
unnaturally, a larger market than he can aeeine take care 
of on a sound basis. 

And your view at the moment would be that the most, the 
best that van be done with that market, would be a pipe- 
line as far as say Regina? 


I think that is the next sound practical step for con~ 
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Sideratione 

mE EK GHA IRMAN: Let us pursue that, what 
production do you think is required to justify a pipe- 
line to Regina, tir. LeSueur? 

I think possibly we have enough now. 

Right now? 

Yes. 

Joes your company contemplate putting one in? 

We have considered it and the railways reduced the rate; 
we are not considering it at the moment. 

And yet that rate to which they have reduced their 
charges, could be considerably improved upon if a pipe= 
line were put in? 

I believe so. 

And it is your view, as I understand it, that from the 
standpoint of a pipeline cumpany, whether yours or 
anyone else's, that we have the production here now to 
justify the expenditure of money on a pipeline to Regina? 
I believe so. 

Why do you not do it, Mr. LeSueur, if it is good bus- 
iness? 

Well. I would prefer not te answer that at the moment, Mr. 
Chairman, because I do not know that I am in a position 
tO answer it. 

Then hir. LeSueur, there is the question which I explored 
the other day and which I want tc follow up. We have 
heard something, in the course of this inquiry, about the 
advantages enjoyed by the integrated company over that of 


the individual producer of oil or the individual refiner 
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or indced the individual marketer and I wondered if you 
would give us the benefit of your wisdom and experience 
on that subject? 

Well I might give you a fuller anawer,later, iir. Chair- 
man; it would not be so exact now. 

If you prefer to postpone your answer? 

Yes I would. 

but at some time I would like you to give us your views 
on that? 

I believe there are advantages and I would be quite ready 
to give you my view. 

And it is something which I think ycu should deal with 
frem your own standpoint; it has been suggested that it 
is a matter of indnereronas to the integrated company as 


to what the cost of production may be for example, how it 


would relats itself to the price which it got for its 
crude oil, because if they do not get it with one hand 
they get it with the other; if they do not get it in the 
field aa producers they will get it os refiners and if 
they do not get it as refiners it will be tacked. on in the 
end in the marketing, I am just putting to you the im- 
plications----- 

Quite. 

Which have arisen from evidence given tc us? 

I am glad te have them because it will enable me tntter 
to meet those points. 

Se I think you should some time? 

I will be very glad to- 


Discuss the question of um integreted company as cpposed 
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to those in the oil industry who are carrying on one 
operation? 

L Will be gland tos 

MR. FRAWLEY: Just one short word about 
the pipeline to Regina; at the Hearing of the Railway 
Board in 1957 at Kegina, the Canadian National Railweyas 
aconomists did submit some figures which were the 
figures referred to in the judgment of the Chairman, that 
it would cost ahout 15 cents a hundred weight by « pipeline 
of the kind that seemed to be agreed upon as the right 
size and the right throughput from Calgary to Regina, 15 
cents, and then they said "Of course we have not got to 
give that rock-bottom price. we will give them something 
higher than that and it will shut out the investment", 
and then they found out---- 


They gave us 19 cents. 


To Regina? 


Yes. 

But you went up trom 15 centa----- 

I would not say that, Mr. Frawley; their figures were that, 
we did not submit any. 

Yes, clearly that was their figure , the figures placed he- 
fore the Railway Berard in 1937 by the Canadian National 
tailway and referred to in that Judgment of the Board, it 
was 15 cents a hundred weight? 

Yes 


Mr. Cottle figures that out at 42 cents a barrel and the 


figure they) fine Ly. gave was 19 cents and amounts to----- 


53.2 Cents. 
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63.2 cents a barrel, so that is the figure which one 


might have in mind if a pipeline were actually built to ° 


Regina? 
MAJOR LIPSETT: What was that? 
ine FRAWLEY: The Canadian National 


sconomist’s Submission was 15 cents a hurdred weight for 
the pipeline. 

THE CHALTRMAN: A rate. 

WRe FRAWLEY: & rate of 15 cents per 


hundred weight. 


THE CHAIRIAN; That is how much per bar- 
rel? 
WR- FRAWLEY: 42 cents per barrel irum 


Calgary to Regina. 

THs CHA TkiwéA Ny That is 16 cents less thm 
the railway rate. 

tiRe FRAWLEY: Yes, you can say so elthough 
they went up, they said "We can still gc up and shut out 
the investment in the pipeline". 

WITNESS; I think this. is your 
evidence and not mine, lire Frawley, the 15 cents may he 
absolutely right, I am not sure of that figure and I am 
not sure---< 

MRe FRAWLGY ; That is what they said? 

And I am not sure as to the mental processes of their men. 
~ am only quoting it, but I think almost word for word, 

as to what the Chairman said in his Judgment? 

IT think he said there, it was likely before the Board---- 


You were present at the discuasion? 
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Yes, I was present at the discussion. I was there for I 


think the first two days, Mr. Frawley. I was not there 
for the conclusion because my evidence was practically 
finished. 

You did not hear the figure of 15 cents being submitted 
or discussed? | 

No I didn't. Those were discussed after I left. 

42 cents a barrel? 

Yese- 

MAJOR LIPSETT: Was there any figure put in 
the evidsnee by anybody else except the railwey figure of 
42 cents a barrel. 

MRe FRAWLEY: Noe The Chairman says that 
wir. LeSueur stated that his company, now I do not want to 
quote from the judguent itself all through, but iin. 
LeSueur said his company would husid a pipeline, I do not 
know that it is such a strong word as that, but the 
Chairman of the Railway Board certainly approved and 
looked upon the proposition thut the oil companies were 
prepared to build a pipeline, that is certainly a safe 
statement to make, lir- LeSueur? 

Yes, it was on a competitive basis that the rate was 
reduced. 

MAJOR LIPBETT: Did your company submit an 
estimate? 

We submitted no estimate. 

As to what the pipeline charge should be? 

No, we submitted no evidence. 

Mie FRAWLEY: It was just a statement by 


lic. LeSueur of the Railway Company's intentions, things 
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they were giving eons iderdbion to and that sufficed for 
the railway companies to give.the railway rates which 
was afterwards approved? 

A Tha t is right. 
MAJOR LIPS#TT: Was that 54 cents Railway 
rate, really arrived at by negotiations and agreement? 
wWRe FRAWLEY: Yes, it was in forse be- 
fore the matter ever came before the Railway Commission. 
Then some Regina refiners objected to it, they said it 
was unfair to them and then it came before the Rai-way 
Board for approval and then tir. LeSueur came before that 
Board and made his statmenets and then in the Judgment 
if you read the Judgment of the hailwey Board, you will 
find this discussion #s to what the Canadian M. tional 
#eonomists calculated it wauld cost. 
MAJOR LIPSETT; And it was approved really 


on the basis of competition? 
] 


MR. FRAWL&Y: Yes, potential pipeline 
competition.. 

MAJOR LIPSHETT: Thank you, Mr. LeSueur. 
THE CHALRMAN;: Mr. Frawley, we have 


listened with some interest to the observations that Ir. 
Campbell has made while playing the role of ail examiner, 
and it might be of interest to us we think, since the 
cost of transportation cannot be divorced from the cost 
of production in any branch of the oil industry , if he 
has the information that his remarks would seem to ins 
dicate touching upon the pipeline, that we would like to 


hear him. 


MR. FRAWLEY: Yes, perhaps the latter part 
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of the week or after Dr. Frey. 
THE CHALTRAAN: At your pleasure. 


Die JOHN Ws FREY, having 

been recalled, examined by iire Frawley, said: 

MR. FRAWLEY: Well, Mr. Chairman, Dr. 

Frey will this morning commence his discussion on the 
marketing situation and the marketing problem; I pro- 

pose with Dr. Frey's permission simply to ask him to 

to make his statement without any help from me because any 
help which I might give mignt be a hindrance in my 
questioning of him? 

I should state the plan of development of this phase of 

the Inquiry. I first propose to discuss the general economies 
of marketing; ut the close of that, if there is any question 
on the general economics I think it would be desirable at 
that time to dispose of that question; that does not pre- 
clude however questioning as I go along but I think before 
we gO into the rext phase of it we should dispose of the 
qvestions relating to the general economics. 

Now following that iir. Cottle 
will make a statement giving the actual operations cal+ 
culated by him, of operatinns in Alberta, After his re- 
marks I shall be prepared tc cume back and answer questions 
concerning the application of the general principles to 


the specific situation dealt with by Mr. Cottle. 
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When I was here before I testified concerning the diff- 
leulty of determining the ocst of producing crude oil 

and generalized that the price of crude oil at a given 
moment or throughvut the life of a field may have more 
effect on the cost than the cost hed on the price. Since 

I have returned I have given further evidence on the field 
price of. crude oi1, in which I ralated the price of crude 
oil to the establishment of dynamic equilibrium. sxcept 
for tne dgitferential fects location, quality, quantity 


of crude oil, all prices tend toward a common level. 


A van CHAIRMAN: It may be a long day do you 
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prefer to sit down. if you do please do so, 

I Will do so. It is a Little easier to read. 

Yes. 

a 

eye row chen. came end releted crude oil prices to reLtinery 
costs in terms of competition and has given an interpretation 
of the economic fringe where regional equilibrium is influenc- 
ed by added costs when Turner Valley crude is extended to 

the point of dJiminishing returns. Jhat brings us right 


up tO the point of marketing and it is that thet 1 propuse 


to deal with. 


Refore you ente heal your, own discussion, Dr, prey,’ do 

you accept the views that there may be no circumstances 
under which there should be any interference whatsoever 
with the free competition determining thet price? 

No I do not accept that proposition all the way throueh. i 
Dr. Brown put before us competition must have its free play 
and competition will do its leveling out and thet the 
public must wait for the long swing in all circumstances. 
That is really his position and I wondered if you were 


giving the stamp of your approval to thet wide proposition 
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put forward by him end meintained under crocs examinetion. 
Lam not prepared to go ell the way with Dr. Brown on 


thet proposition, -_ 


Fa 


That if that were to be aceepted as the principle never 

to be deviated from of course there would be no such thing 
as pudvlio UtLllity control in the United States. in the may 
we have it in America todsy. if that principle were ac- 
cepted in ite entirety is that not so? 

Yeu J ieel thes me Bi Ul Cx 

Nor in the Oil Industry there would be no such thing as 
conservation supported by Legisletive enactment? 

Well on that score I think I would be prepared to support 
the conservation sectivities without any further control 

Cn competition. Sut I think thet requires a great deal 

OW ae 

re fact or conservation is opposed to the principle thet 
Dr. Brown 6nunmciates, in its Widest terms? 

In its widest terms, 1 think I would have to agree with 
you that the conservation definitely does have a restrictive 
effect upon competition of a type in production. 

And it hes a definite effect on freedom of individual action? 
Yes 16 a068. 

That presupposes that there are checks and drags upon com- 
Hetitive effort ? 

Yeo. 

Well I do not know whether this is. the time or not, and if 
i% is not I of course will want you to tell me so. But 
these things will ultimately have to be explored ? 

wog, 

And we are not, at least until we have heard about it, ac- 


cepting everything that Dr. Brown has said. Whether we 
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Dre We We Frey 


do ultimately or not is anothsr matter but we want to 
hear more and it may be that you prefer to go on right 
now and deal with these generalities at another time? 


Tt. thiank DT shell jeed rieht-into thet ss a.matter of Tact. 


to 


Q EwSs6e: 


A And before I complete this general statement I expect 
LO,eLUNC are four or tive eenerel principles *n which 
T believe thet normal economic processes break down 
end conditions in which it is necessary for a State 
Deere cma pear usin Ne, Oneratiiton, of an Industry. 

Q Well you are no doubt going to deal with just whet I 
have in mind. J would rather take from what you are cay- 
ing thet you had played some part in the way of giving 
of evidence. Dr. Brown followed then you again and then 
Dr. Brown and then you again to give the complete picture 
and I have the impression from your opening remark thet 
you were just edopting all thet Dr. Brown had said on 
his part of, the, tase. 

A WG) li soak 2 can, indicate. the things to which | subscribe 
ano Wh ena) giiterm rom hit in some parts 


Q, Very good then please proceed. 

_—= 

A Five years ago I wrote a statement that I still stand back 
of and consequently now read it. Marketing as a rule does 
not refer to the first actual step in this series of ox= 
changes, namely, that of the transfer of crude oil from 
producer to refiner. It usually connotes those exchange 
activities of refined petroleum products from the refinery 
to the ultimate consumer. The marketing brench is that 
pert of the industry in which the composite results of econom- 


Lee, personel end. corporate ambitions, scientific research, 


historical development, sales policy, and various other factors 


ero 9 " 


at f4an ew tad BF sh redtong: ab tan, 29 eter 
ie a of atin, HO sand od Wo Ae a 
fom sat pad ¥ ‘aeitiiotoans e205) thr tog tae 
va 4 i vets a 7. EL wus ae ik abate sayot “Linde. . eae 
<a > 4 ieee nn aa : 7 > i “oath 
Tree qi: a ey oy 1 eye) ‘shat esotgnon, t euted, otk a : 
| ' be ‘ ae ‘wesy save eotiey oy tt 2 THO otg ipauge a | 
i 4 Ce dees ie bined ee Seneoe tag ay ei Lod i 
gia : 45% qaensten of eb inbie mt anal komoe bag 


Peraviet oh 48, nokeerage dal gh Meg is coved ie 


tr i —_ - 
tate gaat, Ble geen ot Arise ti ak ak B48 10% Liow 5 

i ~ br x o ' a) ; io 4 

F shu i ai, Ger? esag eva. "09 By | aw. z | Be ah oyna “ 


Sabvin 94 Gok cet AY age esi fheonpia bid, HON, font tt 


eae Boe Agee Bee. moet: tammet il st re eel Riad ne Rabe ‘ty 


e 


nid Stal Haas ee) OVEN ce aPage HOE ned > Bp hae seinen ge 
at Diet Sak veO My eet a eseeesees OG 298 i Bile 7 . 
oA. 


(gat ) 
\ige 280 wre Vee agit iis sk tgnbs dant, BIOW ee 


| yeage itt Vo, Peed abe 
wh EAdous + Ui Oe See eee orenital ga t Baict Eh 4 
| | are oe ha ety pars % nt ay eee Ra sa un 
ies oo nsw 
. bess vie easels, melt pack rary 
toi Eavra ieee = Sas Pn eI e neyen a7 ave. om 


my Ss *artes aris az jot Svat | ; 
wees 228 Hhiee »® vet catia feed 8 ints 


he si. iy RD SteNs 


ais a Avant ye 


a -14,564- 
DY. See ted PLEY 


are felt by the general public. Because many of the market- 
ing practices of this province have their origin in the 
United States, with which it has been directly associated 

in petroleum products during virtually of its history 

and because experience has been gained in the United States 
concerning marketing problems in a greater variety than 
exists here, I shall draw on the American expurience to 

@ considerable extent. he trent products have been marketed 
throughout the entire period of the constitutionsel history 
01 the United States but up to 80 yeers ago the quantities 
were small. The industry has hed at least ‘three eras: 

(1) When it was swabbed from seeps or collected from 
Springs, or collected from salt brine and sold as a cure 

all for man and beast. This period came to a close with 

Die Crilling Of OL Wells.an Western Pennsylvania, fo llow— 
tne the Preakve cilsecoveny well in L850 and that. ushered ian 

the second ¢ra, that of kerosene in which kerosene drove 

out coal oil and became one of the leading exports of the 
United States. This it had done by 1861 and during which 

era the Standard Cil monopoly gained almost complete 

control in the United States of refining and marketing. The 
Standard Oil Company in the Trust days prior to 1911 was 

Mou much Of “a producsr, Vhe third era marked the dissoi= 
ution of the Standard Oil Trust and the shifting in the 
position of gasoline and xerosene . That is gasolene gained 
the ascendency. The date of passing almost identical with 
the dissolution , the rapid increase in gasoline consumption 
and the development of strong so called independent compet- 
iibOtls. ti ILO One, company controlled nearly all, possibly 
90% of the oil marketing in the United States. At that 

time companies that were not members of the old Stendard 


group were called independents. Although this expression 
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is still used, it hss acquired an entirely different 
mecning , for many companies thet were small and 

not in the Standard Oil group in 1910 have become large 
organizetions and are not generally regarded by other 
smaller competitiors as independents. Many of the smali- 
er companies particularly a large group that as come into 
existence within the last 15 years «all theme -lves "true 
imdcpendents*. In 1933 there were companies thet had 
celled themselves independents in 1910. Indeed there were 
some that hed been organized since, that had in certain 
areas as much or more busineecs than individual companies 

of the old Standard group. It hes often happened that the 
rete of growth of the newcomer has been at least for a per- 
100% Much more repid then that of the oldscr, esteblisted 
marketers, The development of competition in marketing 
following l9i0°os5 due in no small part to the pressure of 
production in the Mid-Continent, Gulf Coast, and California 
fields. Up to the turn of the century the oil business was 
lergely eastern. At thet time Indiana was approaching 

its peak. illinois had not been developed. Oklahone 
Kansas, Louisiana, and Texas had come in as producing States 
but they were not yet lerge producers, and California was 
Stili-in 2i6 anrency althouegn oil hed been discovered there 
nearly 50 years befors, The shift in production after 1910 


resulted in the development cf many Large companies. Al- 


@ 


though there wes a nucleus of some of the larger present 


stated with a fair degree of 


@ 


day companies, it may b 
accuracy that at least 15 of the present large companies, 
each now opereting in a large number of States, were either 


small or nonexistent in 1910. To complete e@ list -of 


companies orgainized since 1910 and now an importent part 


of the industry would require the enumeration of a very 
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considerable proportion of the industrial directory, for 
literally several hundred refiners, thousend of jobbers 

and other distributors, and hundreds of thousands of retail 
dealers have become part of the industry since that date, 
It is out of the question to trace the development of the 
entire industry but some idea of company growth and com- 


petitiun may be secured by reference to severel actual 


For exemple take a company that wes unheard of in 1910. By 
1921 this company was producing 8,000,000 barrels of crude 
Oil. a year, which production by 1934 had risen to 26,000,000, 
This figure, incidentally was the netional total production 
Dr yleoo. Jin 1955 this company refined 20,000,000 barrels 
of crude oil and in 1934 about 50,000,000, a figure that 
constituted the total national production of crude oil 

in 3895. In 192% it had about 400 marketing outlets and 

by 1934 it owned and leased 11,000 and supplied about 
00,000. others. This company started with essets valued 

at only a few taousand dollars just before the world War 
and now has assets valued at several hundred million. 
Another illustration is a company thet operetes in 30 
States. It is se ecynsolidstion of two companies. One 
started in a very small way in 1917 with a production of 

2, ,o00,denre ls ,0f orude ,0O1L,per day.and no reiiming or market-— 
ing facilities... Within two years it had built a small re- 
finery, @ 2500 barrel plant, end marketed through jobbers, 
By 1921 it had expanded to the point where it was one of 
the most active oil producers in the Mid-Continent field. 
The other company of this consolidation came into existence 
tn eb9ls6 sbut. by 1929:,owned. six refineries with an ‘snnuel 


capacity of about 10 million barrels. It also owned 1000 
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Drs J. We Frey’. 
bulk plants and 500 servicc stations and was before con- 
Solidation valued at almost 100 million dollars. , The 
fusion of these companies created an organization with 
Superior position with respect to crude oil production 
and with refining capacity in 1934 exceeding 20 million 
barrels per year, with more than'1500 wholesale outlets 
and almost 2000 service stations. It seems hardly nec- 
essary to point out that to develop companies of the type 
Pererred 16, NOt tG Mention some that arco very, much, larger, 
mist have required a great deal of driving power, with 
eonsequent resistance and competition. 
=t would be instructive to trace the development of market- 
ing competition throughout the entire country and to note 
the ramifications of various companies that have crystallized 
in the hot magma of competition between 1910 and 1933 but 
there are afew areas in the country from which one can obtain 
detailed information on the growth of competition. It is 
believed however that New York and New England offer a fair 
example of what has taken place. When the dissolution 
decree separated the Standard Oil Company of ee YOrkerroem 
thd Trust in 191), that company had about 90 percentvog vine 
business in petroleum products in New York and New England. 
Sinmceswhien there hac peen a steady ingress of other oil 
Companies. At the time of the dctree the Texas, Guth, .Cities 
Service, and Pure head entered New York and New Ungland. but 
were relatively unimportant. 1 Shouln sey they were very 
Unimpor tant. Meyowsere ust cet tine: Tae ireroe ty 2h... in 
L9Lo\Tidew2ter entered, followed .in l9L6,by Atlantic. 
The ext 7 car IL iSicleir entered endsasy ear Loser 1915 
Suis an Loo American, Mow 6 Subsldlery oor ane 2S bended. 
Oil of sndiena entered. There was a Lapse of two years 


when Continental cntered in 1927 and in two more years, 1929 
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Richfield of California, Shell and Beacon, a subsiduary 

of the Standard of New Jersey. In addition to these 

large companies thet operate widely a number of smaller 
companies, more Local ih scope, also developed’ in thse area.:. 
Quite clearly although there wes an increase in consumption 
the increase of new companies was not occasioned by a lack 
O, teciliuies, for any one or several of them could wave 
provided for the increesed @emand. Under the circumsrances 
it was inevitable that not only Socony, that is the Standard of 
New York should have lost a share of the business to the 
newcomers but that each newcomer must have lost some of 

the business to the next group of newcomers. Socony’s 
proportion of this regional business decreased progress- 
iveiy Lrom about 9O per cent at the time of the, deersce 

to about 24 per cent in 1930. Uhe sale of its principal 
procuct., gzesolins decreesed Trom over Ye per cent in) Vooy 

Go) OCtUWsen oO sid GO Der cent in’ LOLS end to 46 perecensa 

In 1928, “co lees then 35 per cent in 1940 “end In New mine lend 
alone trom 55.56 per cent Ter the first 4 months or 29se 
bOvoe, 7 )1oOTr Lhe Tirst 4:montas of 1Yo0, enadvanie Dares tier 
down as Iwas eble to trace that movement. what happened 
in New Zngland happened to other companies 

throughout the United States. 

Since 1911 there has been a pronounced tendency to extend 
the territorial operation of compenies more and more broadly. 
This ge0graphicel extension seems to be due to @ rumver” or 
things, one of the outstanding factors being the character- 
istics Of the principal consuming device, “wie “automobile. 

In considering the marketing of gesoline, the fact that 

the consumer is using a highly mobile device should never 


be forgotten. While any one automobile may not move 


Syeaitindlie ts Cwaddat Cue ffeue” vita 


‘ean? oa ae Pati aa 7 Reid a 
Ts * $s e nae & ay ts Ay a 7 Se ics 4 
eee rae 33 enti % “Shatin: ‘etetede —. et 
Abc rie, “ey Pad? i. Figs 
“ott Oat at bane fee ot ely ‘eubu a ‘tsWet "Se pre 


cm att, pat at ee 2a a ws | ms eo 
‘is wi rt Fagin C2) Re Reapers? 4 nun BP we sulin atae a 
unas } ee war tate a + = : ae ee 
| reste Tid, Wake eed snide Vee “te. Benereit bat 
ever Fit on Piao e720 Vou. 70 y Mw ‘te ee petro $0. a 
ee ee ; ep Rae ca AS ak: i f : Pic Ae 
eatiPayeace tin sit ve ti ") tie Head ¥ ay ae: out 10% helitvers ode 
; ’ ‘aheas i aay + ; 7 AS . 
Ww BVPhAneS” ey hi Pert) {yee whea’ Tw ‘he aa vebk sea. 8E 


*. phe ‘ad acer oC det). fp “eerawe wo Peel as k¥ ina rey ae i 
cat 5 


. te. ; it yk A= reg " i eats woe. eee . : 
fas gs | ‘cogent Baart fae Vid tesco, 


icine, Lee ae REE te mi an Caaate _ : Mt mena ty - SS ae 
i Wy ry Rt oe | ery a a rr "y . f Mh | rx Ate 7 7 , hi anon (fs 1g, ‘eat aA 


ppl ee ee ere ae 


SaoeaciTe pose i oyiwie’ Peogreww eae aay dOLtto — 
; ghecen ans ees Cee ae Five: ‘a 8 Ab utes ert ba 
Thevohies Pee 16 Sige at Ane ae tie oq Fe dude ay 


a oe SA gales ; é ee Fable ae ~ eo one 7 
PPS ket Wate ON . Boat e ae ie tet 
Vers Bi si T3é 29 Thy moTl esaweass wen Tes ‘Jaubs 


ae : Poa t i ia Y=, i = oat ry hin os po fo S 


- 


: : : Bs. Pee 7 = - eae . f 
Bim pod y 4 f me 1 


s Be og AB net) 6 A a ; . oe 
baw e “rl SAG © fen)? Se Ane Fae bt Coe wont s 


é 

a ame ae ae ep a ee ae oe 
oS Coe ay oi La ; ’ A E toy a teen ‘A eet pe ‘ea “rat, ¥ 
ee a Pere eae +t eae eS Te emt de nee ata 


benegeed Fath siiadbida Fade snr ar Bf ia” saw Dom 


Ber! 
<@aeaad pes ka a 


a at 


ra 


Ly te i ? a 
cr i 4 an yi Ley on ents: aqed 


e 


opt sng" Ort tenga te By Tega 
iisérs of YONBEAR? Negry So ity 2 ween & 


a ett pe ey Bie) Gost tree aaa 1 ey 
eee Poets Galan Bak eet ee ia wyliog 1% bide . 
a, ns a aif 
ran a ect Wiles Fae 
: ' "ey $i ee oo € Od er ted as este 


eins? 


vy, 'Sodnerahy nt i se a 
be "gabbobiot is “okt ie AREY 
Rs 196% ot eat aed 


sie, 


— 
iene 
ao f. a + eas 


~ -14 ,369- 
Pre Je We Prey 


in of avery low radius, say one hundred miles or there 

+ abouts the multiple movement of numerous cars from the 
same area nevertheless has the same effect of sp reading 
the consumer ucceptance further and further from the 
point at which such acceptance was initiated. To make 
this idea concrets, if a certain gasoline has high 
consumer acceptance in Philadelphia, this acceptance 
tends to move the distribution westward to Harrisburg. 
Herne wmeny usens, develop.e preference tor thie.) articusar 
motor fuel that in turn causes the development of distrib- 
ution with Harrisburg as a center of another circle of 
distribution and so on farthsr and farther from the initial 
point of acceptance and the point at which the original 
good will was created, 
While national eee for many products are common, the 
automobiligst can be more particular about the brends 
he purchsses than many other consumers because he can drive 
a considerable distance between purchases, In average 
driving it is not necessary to fill the tank évery dey and 
even when touring &@ fill up in the morning might suffice 
for the day. Under such conditions the customer may be rether 
particular about the kind of gasoline he will buy especially 


since some brands are on sale almost anywhere from Bangor, 
~A» > 


Maine or San Diego, California or from Miami, Florida to 
Seattle, Washington. 

Territorial expansion, generally termed invasion by companies 
already established in an area, asshown in New England, "Dil- 
utes" the gellonage of companies already settled in the area 
or, in other words, reduces each company's share of business. 
This fact leads to many consequences, among others the 
tendency of localized companies to spread into “New territ- 


ory" to "maintain gallonage position.” Competition in which 
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the profit motive has often been subverted or et least 
momentarily overlooked hes grown up between organizations 
of greatly varying power, magnitude, resources and elast- 
icity. Thet such should have been the case is almost 
axiomatic in a growing industry of as many different 
types of integretion and nonintegration, with differences 
in ege, With corporete entities embracing all phases of 
the business and 1ts supply, and with very different 
cepital structures. The disparity between the various 
cOmmercoLel Organizations 18 sO e@rsat thal one finds i¢ 


ClLitigolG wo outline such oreanizations concisely and 


accurately. 


uv 


Dar 


berore isaving this subject - the growth of competition = 

i Want to refer to a very significant yeer 1915. Although 
the World war had bsen going On TOY Nearly | Veer a0 (con 
siderable pressure was developed in the Americen petroleum 
merket, sO when the Cushing field ~ a phenomelly large 
Producer fOr Ga period ceme in during Lyl> 1 Dlew cue 

LideC ll prices With demoralizing errects. Ll am eosme to 
reier GO Unis incident egein when I come to the subject 

of Conservation but right now wish to point out that this 
field produced so much oil thet the Stendard of Indiana could 
not or would not meintein a taking position satisfactory to 
the producers and this resulted in the building of s 

number of refineries by new inter:sts, some of which have 
grown tremendously since. The magnitude of thet refinery 
erowin 2S Indicated in the Lect thet’ in Lyle there were 

46 independent refineries in the Mid-Continent and in 

1921 there was more than 200. It is of course a well 

known fect thet within a yeer after the Cushing discovery 


the war demand set in and prices snd profits moved ahead 
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repidly - a sellers market prevailed for about five years 
and millions were plowed beck into the industry. When the 
United Stetes entered the war a law wes passed to control 
the price of certéin commodities among them coal but oil 
was not included - thet is as far as price fixing was con- 
cerned. But when the Fuel Administration wes orgenized 

to control coal prices én oil division was included. ‘his 
division formed a large wmmittee of oil men. The central 
committee consisted of sbout 100 I think. This cooperative 
activity of the oil industry with the government exercised 
considerable control in the allotting of crude products etc. 
When the price of gasoline advenced to what the Government 
considsred a high rigure it asked the industry to make no 
further advances and the industry observed the request 
throughout the remainder of the war. ‘This brings me to 

my first generelization concerning the reletions between 
Government end business, namely that in an emergency the 
Government should be in a position to exercise control 

on the upward flight of prices. Putting this situation 

in economic terms - the war situation brought on a demend 

so fer in excess of normal espacity that the so celled 

law of supply end demand broke down and the Government 

had to establish an srtificial top. I think that this 

is an important pert in the life of any Government where 
supply end demand get badly out of relationship with each 


other. nm such & situation the sky is the limit as 


fer oh Price is, foncerned. 


(Page 14, 372 follows.) 
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It just moves progressively upward, it absolutley takes 

flight and there must be some reason introduced in that 

type of eontrol. Now back to 1915 again, for it is was 

that year that tho Foderal Trade Commission issued a report 

entitled "The Price of Gasoline in 1915". I did not bring 

that report along but I am going to quote from it ina papor 

which I wrote for another occasion. This is whet it said; 
"Po some extent the different rules of law obtaining 
"in different States makes it advantageous to rocognizse 
"State lines in organizing a business. This fact, 
"however, doos not explain why eny Stato should be in 
"one standard marketing territory rather then in 
“another; nor does it prevent two or more from 
Noperating in the same territory. 
None cf the se-called indspendont 
“eompanies have marketing torritorfies limited as are tha 
“standard marketing territories. Such big independents 
"as the Texas Company, Gulf Refining Company, Indian 
"Refining Company, Bes GB Refining Company, Cudahy 
"Rofining Company and Pure Oil Company, 31 49 
"business in more than one of the standard marketing 
“territories and find it possible to make profits whils 
"competing with one another and the several standard 
"companies. The Texas Company's dorisstiec gasoline 
"business is scattered irregularly over 32 states and 
"the districts of Columbia and ten standard marketing 
"torritorics.e The Gulf Refining Company's business 
"is similar, though not scattered ovor quite so wide 
Nan areas The Indian Refining Company markets gasolino 


“in at Least 22 States all through the Middle ‘vest and 
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"“Hastern half of the country. According to the 
"Commission's information the Netional Refining 

"Company sells gasoline in 15 States und five 

"different standard tor1itories. It follows that 

"the standard territories as now limited and bounded 

“are not required for the conduct of a profitable 
"bpusinoss. 

Ms The various standard companies 
"together in 1915 manufactured over 60% of the gasoline 

n products produced by the United States 
"refiners reporting to the Commission and thoir sales 
"equalled about 65% of salos by refiners roporting to 
"ths Commission. In parts of the Indiana company's 
"torritory the indoepondents markoted 60% of the gasolino. 
"In New England States, however, the Standard Oil Company 
"of New York had about 70% of the sales. 

: The Federal Trads Commission 
"in 1915 eame to the conclusion, "that the several 
"standard ¢ompanies did not compete with ono anothor 

"to any considorable extent in selling gascline' and 
"that tin most eases oach sells a controlling proportion 
“or the total supply in its own territory', that ‘its 
"pricos are followed by other companics', that * great 
"“inequaLitias exist in the prices ostablished in their 
"Several territorios' and that while tho Commission did 
"not charge that the non-competitive marketing territorics 
"were maintained as a result of ecllusion or combination 
"in restraint of trade, nevertholess, ‘in the absénce of 
"other convincing reasons it may be concluded that the 
“existence of a common majority of stockholders in the 


"soveral companies, has operated toward maintaining theso 
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"territories!™,. 

If therc was any uncertainty 
coneorning the Court decision in breaking up the trust in 
1911 as to whether the esmpanies had rights in other Yrorner 
standard territories, this opinion of the Fedsoral Trade 
Commission itn 1915 certainly ecloared that away as we find 
the various formor sussidiarics of the {Trust opening up 
compotition on cach other almost immodiately, with the result 
that almost no marketing torritcry has lcss than two or three 
standard companies today and some arcas have six or seven. 

Ina study I mace last year of 
25 major and near major companies, no aroa in the United 
States had less than six companies, that is large companies 
and several arcas had as high as i /A Did I bring up here 
a map of that district? 

MR. FRALEY: You filod some crude distribution. 
No, the marketing discussion, I did not grow that? 
Wo, you didn't. 
No, but I will tear this off from another person's report and 
filc that. 
Bil right. 
MR. FRALEY: Dr. Frey filos a map ontitlod 
"Donsity of Distribution of Certain Marketing Companies", 
this is as of 1938, prepared by your division, the Fetroleum 
Conservation Division of tho Department of the Interior. 
VITNBSS : YoSe 
(MAP BNTITLED DENSITY OF 
DISTRIBUTION OF CERTAIN 
MARKETING COMPANIES +RODUCED 
AND HERE FILED AS EXHIBIT "651") 
WITMBESS : Lean Sorry Dadid. not pring more 


copies of that. I will send you mores 
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MR. FRALEY: Yes, we will get more. 


THE CHAIRMAN: How would you doscribe that, 
Doetur? 


it'is deseribod at the top , "Desspity cf Distribution of 
Cortain Marketing companies". // Tho component companies used 
in prepsring this diagram are, the Atlantic Refining Company; 
the Barnsdall Refining Corporation, the Citios Service O11 
Company, the Consolid:.ted Oil Corporation, and should there 
be somo question as to whether that includes Richfield I 
would say that I include Richfield as a separate entity; 
the Continental Oil Company, the Gulf Oil Corporation, the 
Humble Oil and Refining Company, Mid-Continent Sepboaieaty 
Corporation, the National Refining Cumpany, the Ohin Oil 
Company, tho Phillips Petroloum Company, the Pure Oil 
Company, the Richfield Oil Corporation, the Shell Union 

Oil Company, the Skolly Oil Company, the Socony-Vacuum Oil 
Company, including all of its subsidiaries such as the 

White Star, “hite #agle, Lubrite, Magnclia and Genoral, 

the Standard Oil Company of California, which ineludos its 
marketing subsidiaries east of the Rocky Mountains, the 
Standard O11 Company of Indiana, including its subsidiarios 
in the Hastern part of the United Stetes, that is the 
American; the Standard O11 Company of rageraneat: the 
Standard Oil Company of New Jersey with its marketing 
Subsidiaries; the Standard Oil Company of Cnhio including 
its marketing subsidiary, Ploot-!iing; the Sun Oil Company; 
the Texas Corporation including its western subsidiaries 
that go under another name; the Tido-vater Associated 

Oil Company and the Union Oil Company of California and tho 


results are shown on the map by the employment of density 
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legends; those areas having six or seven companies, cight 
or nine, ten or eloven, twelve or thirteen, fourteen or 
fifteen, sixteen or seventeen, being indicated by appropriate 
density legends. One of the strange things ebout that 

map is that the largost number of companies do not oceur 

in the area of densest sales. I do not want this statement 
to lead tu the inference that competition is to be measured 
directly in proportion to the number cf competitors; it 
takes only two persons going after the same business to make 
competition. Any one who has had any business experience 
must know thet even where two steres in a community sell at 
comparable prices, that it is a rare situation in which the 
business is “felt ah eS dividod. I can personally attcst, as 

a member of a morchendising family with 67 years of experience 
in one community, that many tried and many failed but with 
the passing of each competitor we were faced with a new crop. 
“hile I do not have a detailed account of the development of 
competition in Alberta it is clear that up to the time the 
Imperial built ea refinery that the essential nature of the 
business in this immediate area was as between marketors and 
that since 1926 a varisty of operators have developed. if 
should g.y, ospecially sinco the early Turnor Valley days. 
The number is not large, which is probably due to the f:.ct 
that the Goliie of business 1a limited; in other words, the 
humber of competitors in Alberta, as I see it, is largely 
duc to the number of plums and the number cf plums is not 


as great hore as it is in cortain other areas. 


— 


I now want to turn to the 
second part of this dovelopment which is a discussion of the 


commercial mechanism through which marketing is accomplished, 


boxy 
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that is, institutions. May I stop for just a minute? 
THE CHATLRMAN: Yes. Will you let us know, 


Mr. Frawloy, when you are ready to go on? 
(An adjournment of 15 minutes was here taken.) 


THE CHAIRMAN: Wo are sorry to keep you waiting, 
Doetcor, but we got into a discussion of another subject pertain- 
ing to this same subject. All right, Doctor. 

I am now going to discuss the institutional aspect of marketing, 
and it would be much easier to draw qa picture of this phase 

of the subject than it is to talk it out. 

The first thing I want to 
consider is the perfect integration pattern and state that 
it does not exist. 

The perfect integration pattern 
would be one in which all of the cruée is produced by the 
company, Wnere the pipe-line is ownod, where the refinbtries 
refine all of the oil that the company uses, that the trans- 
portation facilities from tho refinery to the marketing outlets 
are owned by the company, other than railways or common carriers, 
where the bulk plants are owned by the company, where the fill- 
ing stations are owned and oporatved. We sometimes hear the 
statement that there are perfectly integratod companies in 
the United Statos. There are no such companies because, 
just take the first step, every oil Gompany in the United 
States, as I indicated the other day, producas but buys also 
and buys in sizeable quantities. 

Now from that one extreme side 
of tho pattern, if one came over to the others, in which each 


of the various functions is owned by a separate functional 
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entity, that is where the producing is done by companies 

that have no association with refineries or with pipe-lines, 
where refineries have no association with jobbers or vuther 
marketers and where jobbers do not own any of the retail 
distribution, that Likewise is a situation that.is essentially 
non-existent. 

The actual situation in 
practically all companies is a mixturo of those two oxtremos. 
Here in Alberta there is a company that has a cortain amount 
of crude 911 production. It also buys. crude ollke It has 
at least a family interest with a pipe-Line.. It oporates 
a refinery. It operates oulk plants, some on a commission 
basis and some ona s&:lary busis. This same company owns 
some service stations and it supplies gasoline to service 
stations that it does not own. It also makes bulk delivery 
to cust mmorse It makes sales to cther nanicatere Who sell 
under their own namo. This is probably the nearest thing 
to a perfect integration that exists in Alberta but it is 
not porfect ina number of details. 

The first deteil, of course, - 
is that it does not produce all of the crude it uses and the 
second thing is that it does not own all of tho service 
stations which it supplies nor does it operato some.e- Mest 
of the servics stations that it owns, - these marketors to 
which this company sells, - are called jobbers here ongft 
wnuld like to state that there is a good deal of confusion 
about the word, espracially when attempts are mado to relate 
the jobber in Alberta to the squivalont in the United States, 
Who rarely is what we think of as a jobber. In the United 
States our jobbers are usually local organizations, although 


some of them nave chains. 
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by. J. We Frey, 
They usually fly the flag of the refining company that 
produces the products they sell. me jJovber does not 
sell by brand in most instances in the United States. 
He is a Texas jobber, a Sinclair jobber, a Mid-Continent 
Jobber: and so on around the list. Ordinarily, asa jooper, 
he owns all the equipment with which he works. Ordinarily 
he assumes his own credit risks and he may own service 
stations - usually does own service stations, which he 
operates either as a jobber or leases to service station 
operators. But he is not buying gasoline from a refiner, 
certainly not one of the major refiners, to sell it under 
his own name without any marketing assistance from those 
Periners. Cur Jeovvers ere usually. tied im to. theemajor 
marketing plan and while they operate as an independent 
business man they have the benefits of the experience of 
the various other jobbers and marketers who are assoeiated 
with that system. Further than that, these jobbers in the 
United States, even operating locally, have a ereat deal 
more motiey invested in their bulk plants. The average bulk 
plant in the United States costs about $17,500.00, and is 
wyouieoaliy ae tairly lerge local distribuvor. { think that 
we should keep that in mind when we are. thinking back am 
forth from the United States to Alberta; that we use the 
same words but the words do not have the same meaning. 
Now, there are jobbers in the United States that approximate 
in organization the jobber organization of Canada. These 
jcbbers usually call themselves independents or some of 
them even go to the extent of calling themselves independent 
independents, because they buy in the open tank car mrket; 


assume all the responsibilities including the establishment 


‘ 


nt 
Od 
. 
. Ses 


8 é 


= 


- 


ated ; st 
ai 

~ 2 
ee 2 


5 « 
+ 3 
[ Foy 


Aico 
meet 


ecud 


-14,380- 
Tre de Ue Prey. 


of their own trade-names and the development of their own 
good-will as individual entities, with no association 
whatsoever with the major companies. Yet we cannot say 
that even that type of operation is absolutely free from 
some dependence upcn the major company, because some of 
them in order to assure themselves of a constant supply 


of gasoline enter into contracts with the major refiners 
& J 


to supply a substantial part of their requirements. There 
Dply q 


A 


& 


is another type of operation here in Alberta by a company 
that operates a refinery that is developing a new type of 
OU DLS T . This partivular operation mixes the type more 
than the first company mentioned. The channelising is 

HOY as "close in thevsecond company €@s it is” in the firsay 
This company has a type of distributor, which I believe 
they refer to as a dealer distributor, who functions 
something like the United States jobber but is different 

in one principal respect, and that is that the mechanical 
equipment is all in the same general layout. Truck haulers. 
We have truck haulers in the United States the same as you 
Nave ie re. 

THE CHATRMAN: Dr. Frey, Oo you: dome) to ‘a 
ecOnsideration of whet ‘place the jobber has in the industry? 
While I have not discussed the place of the jobter 
distinctly in the picture, I supposed that questions 

that developed would bring that out. 

Les” 

I know that the question has been before you and suppose 
eo.nsel will agk----- 

i want to know if he has any proper place in the picture 

or whether he is an agency that has happened because of over- 


production of crude and with the consequent over-refining 
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and with the consequert need of the refiners to get their 
prodwts marketed somehow, some way, beyond their capacity 
to do it; or as to whether or not he has a very proper place. 
I do not wish to interrupt you now but these are considera- 
tions with which I would like you to deal some time. 

i know that I gould not discuss the subject in the United 
States without discussing the jobber problem. 

pea ae od Berk 

The only thing is there it has reached a yery acute point. 
There are gome people that do not think the jobber has any 
Die oe. Wie re are others that, think he is nob, eetting) his 
place. Those who do not think that he is being treated 
properly.ere bringing a great deal of pressure on) the 
Federal Government to enact laws that will clip the wings 
of the larger companies in order to. provide what these 
particular cxponents consider a desirable and necessary 
PLace.for bone, jobber. So with us it is an extremely 

Cra UCeLepro poem, and. d.do,not find that, it. is ast ceriyicea 
here. But when I get through with the general presenta- 
tion and.the marketing performance as presented by ir. 
Cottle, 1 think we,can discuss it. 

You think that would be a better time to discuss it? 

diy Dit hC S One 

Her yy 2o0d,. Dre JrOy, 

The. truck eee certainly is one of the most independm t 
marketers that sii in Alberta and is a counterpart of 
that same type of operatcr in the United States. That 
individual rarely. possesees, more fat hauling equipment 

and he makes hig. own market as he gces along. He is damned 


up and down by those who have more perfectly channclised 
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systems. The marketing, however, is not perfectly 
channelised. The methods of the older companies in the 
area are usually most perfectly channelised and the new 
companies usually try short-cuts which lend themselves 
tO «smaller organizations. // Now, thare are quite arnumber 
of institutions that are aire in the United States that 
are not found in Alberta. ‘There are truckers. Ten ones 
tank car marketers. There are track-side service station 
agents and very elaborate organizations of co-operatives, 
including co-operative wholesale supply agencies. I do not 
propose to deal with these unless you have some questions 
about them. If you want me to describe the function of 
the broker, of the tank car marketer, of the track-side 
seny ice station, and cspecially of the co-ops, I will be 
glad to doit. But since you do not have these operations 
here 1 won't burden you with them unless you want to know 
something about them. im mekine a study of the retail 
dealer relationship with suppliers, I found as it operates 
in the United States,a goodly part of it, they have no 
counterpart in Alberta, Here most of the service stations 
are company owned and aes to operators, usually on 
100% dealing contracts with the supplier. The number of 
so-called "split" stations is small. In the United States 
the 100% account is almost universal from the Rocky Mountains 
to the Appalachians. There are very,very few split accounts 
anywhere in that area. That is, the bulk of the United 
States does not have split accounts. In the eastern part 
of the United States we have a considerable number and on 
the west coast there are a few, but very few. The general 
pattern for distribution in the United States is on a 100% 


basis with the supplier. 
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Just while Ithink of 2t. It won it take you long. These so- 
called independent independents who buy their oil where they 


will and where they wish and so on, they sell under their 


Own names or under a trade name of some kind? 


Almost always under their own name or a trade name. 

Is it customary that they buy from one company or are they 
selling, under the name they use, one refiner'’s oil to-day 
and another refiner's to-morrow and so on. are they buying 
just in the cheapest market everywhere regardless of who ig: 
refining it? 

That is a very typical operation and many of them are very 
shrewd buyers. They play one refiner against another to get 
the lowest possible price and when the market is ai ie ats Se Be 
may be in the “inter, some of them are large enough to make 
Special arrangements by which they will carry a certain 
amount of the refiner's operation in the event that they 
get a low enough price to Justify it. There are others that 
find that it is more to their advantage to buy at least a 


reasonable quantity from some one company on a contract 


basis so that they can have an assured Supply. I would say 


most gasoline in the United States moves on contract anyway. 
& very, very small percentage of it is sola on the open 
market. in the Mid-Continent probably less than 3h of the 
paccutuey even produced by the independent refiners, is 
in the spot market. The bulk of it is moved on contract, 


contracts with jobbers toa very large extent, although 


commercial consumer contracts are also very common, 


OPES, 


particularly among the larger consumers who have a steady | 


oe ae 


demand for a considerable quantity of products. ; i 
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Where people are buying in that way from the refinery, 
from which refinery they can get their products a litile 
cheaper to-day and then from another refinery to-morrow 
and ‘soon, paying” one refinery off against another and 
so on, the consumer, of course, can know nothing of the 
product that he is getting. Does not that provide further 
reason for - if they are to continue to exist, standardization? 
some of these companies are thoroughly reliable marketers. 
They sell the public a good product. Others are unscrupulous. 
When the marketing situation is ~wrticularly bad you may 
find that there is dilution, Now they also adopt trade 
names or trade suggestions that carry peculiar meanings. 
One company, for instance, that may sell its name so-and-so 
TO, oGLES implication being that it is 7O octane, the fact 
of the matter being that it is not 70 octane. There are 
example s of companies doing that kind of business that are 
definitely down scale with respect to the products supplied 
by the more reliable marketing companies. /7 Some effort 
has been made in the United States in the direction of 
standardization. Tiere are several States thet’ have such 
laws. They do not solve the problem because the range is 
considerable. Probably the stiffest law that we have now 
by any State is South Carolina, which has established 
State standards. Others have moved in that direction. 
Part’ or that is not so much to protect the consumer, 
incidentally, but some of that agitation hag come from the 
more reliable of “hese independent marketers or jobbers who 
are trying to put themselves in @ position to capitalize 
on the standards established by the major companies. It is 


not wholly a matter of protecting the consumer. 
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But it coulc not fail to advantage the consumer, could it, 
to have first standardization, with a standardization that, 
of course, carried a minimum standard, go that there would 
be room for initiative and improvement above that minimum? 
Yes. Much would depend on how the public understood that 
standard. Suppose that they established standards of say 
one w-two end "three cr A, B and ¢. 

Yes? 

The tendency would be for the customers to belicve that 
alPwA' Ss, B'S and Cts were the same when, as a mativer or 
fact, all a's, B's and C's would not be the same because 

Ot bie Tenee in the Specitications. | 1t) would pe porepiicoy 
impossible to draw up specifications that would be so rigid 
as to preclude improvement. 

Ving GUL te. Would not that give freedom of action to the 
oil sellers to show that his was a much better a than 

the other man's and at the same time assuring the consumer 
that £0 could not be léss than a certain standard? 

Yes. But that is all that it does. We have that problem 
with FeCeral specifications. All the products bought by 
the United States Government are bought on Federal specifica- 
tions.» Ve have what is known as the U. S. motor. If you 
mwouULn De imperested in it, f could sive. you the history of 
thet, but £ do not think the history is particularly 
significant. it is only, perhaps, to note that twenty 
years ago we had no standards at all and gradually more and 
more items have come into the specifications in the 

U. Ss Iotor, various. octanes, because the general 
specifications cover the U. 5S. motor and then the octané 


is tacked on to that. That is a recent addition. Ae hie t 


an : ; 
q ra 
. ian ‘ 
= 5S S 
= : = 
é ' , : i 
4 oer 
£ 2 A 
E FS, = 
" se =f we : 
Bes ee 7 
ee - : 
" Fa ae a ign aot: , é 
Ae . z 
= + we 


Sis 


joc wae 


ae ae 
naa) £ 
fom - 
Sor 
oe 3 
5 


eae 


~14,386- 


Dr. do. We Frey. 


does is tc set a minimum but we find even as Federal buyers 
that we cannot select what we would like to select and w 

that which we know is better in many instances because we 
are tied dovn-.to these specifications. Of course, we 

are 1h & much more difficult position with lubricating o11ss 
We gev On atter a fashion with our U. S. specifications of 
gasoline but our lubricating oil, our standards there are 

a perfect mess and all of us that have anything to do with 
them know it. We do not know how to improve them. The 
Bureau of Standards is working constantly at that problem 
tryine tO find out what consitutes quality in lubricating 
oil and so far we have not been able to establish specifica- 
tions that assure us, as a buyer, that we are going to get 
that which is most satisfactory to us. We feel that is 
more or less a problem that any consumer is faced with. 

He must ultimately fall back on the integrity, the local 
reputation of the seller, and we find that many independent 
merchants, that certain companies have good local reputations 
and their product is just as acceptable as the product of a 
much-advertised brand that is all over the United States. 

I cen mention examples such as Smith of Rockford, Illinois. 
PmLth of Rockiord has been there for many years and he is 
known to be a man of integrity and his products accepted 
in that area without question. In fact I could gay he 

is in a little better position that ever some of the major 
companies in that area. Take a man like Sweeney at Peoria, 
he ws more oY less in that position. He is) resarded as a 
responsible person in the community ard his products are 
accepted ona par with the Standard of Indiana or the 


Texas Company and other companies supplying in that area, 
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It is sort of like that quality that Squibb advertises. 

It is integrity and it is hard to replace integrity with 
standards. 

Yes. Well, would you say that the public gets any measure 
of protection from minimum standardization? 

Yes, they do. 

You see, Doctor, that you say that there is that irresponsible 
man that the public, perhaps, should be protected against. 
What is your view about that? 

Dien unere isa lecres of prcvection to, the consumer 

if the oil] inspection activities of the Government that 
adopts them is rigorous and the standards are no better 


than the oll inspection service of the political division 


< 


> ee 


hich has passed Such measures. in certain States such 
measures are followed up very olosely and periodical 
examinations are made of the quality of products being sold. 
It costs quite a little bit to do that and that, of course, 
is passed on to the consumer. I do not have very many 
examples of just what those taxes amount to, but they -.. 
vary from State to State. In some instances approximately about 
one-tenth of a cent a gallon, which has to be absorbed by the 
consumer. But this is an assurance this is what he is 
paying to assure him that the State is doing a job at 
determining that the minimum standards established are 
being adhered to, and the company that violates those 
standards is brought to justice. I should say that 


standards are no better than the administration of the law. 


(at this stage the Hearing was adjourned until 2:00 P. M.) 
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a THE CHALRMAN; ALL mien, Dr. Frey? 
A I. was discussing the question of drive-in service 


stations and ut the elose of the current session. 


=) 


Z 

Country stations in Alberta 
usually are not tae rue T) 

Q THE CHAIRMAN: : “are not what? 

A Are not Ndrive+ins" ana generally are not owned by the 
supplier, although they may operate and usually do on an 
exclusive contract: 

An exclusive contract is 
not a thing peculiar to the oil industry. One finds it 
in various other lines of merchandising. You will find 
shoe stores for exampie that have an exclusive contract 

or at least an exclusive arrangement with the 
aenutectarer ¥//You will find that certain nanufacturers 
of porcelain, Ghina ware, eurthenware und so on will 
either restrict’ their line to a single merchandiser or if 
they do not restrict the line they may restrict the 
pattern. There are many lines of merchandising in which 
that is common. For instance I remember when I was back 
home in business, that one of the large grocery houses 
of our part of the country, Fred Warner, had a top brand 
° 
by the name of hichslicu. They had two side-lines that 
were sold in communities where they had «a Richelieu 
account. I felt that cur town was so small that I wanted 
to have the exclusive of that product, Richelieu, and I 


did not want to be bothered with the smaller stores who 


were not putting as much effort into that ,Ferndell or 
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Batavia, which was a parallel liue, so I made an arrange- 
ment with the wholesale company that they would not su- 
ply any other store in my community. We had no contract 
but it was generally understood that since I was giving 
them as much business as they could hope to get in that 
community and since I was doing a real selling job, that 
Io was entitled to the results of my effort and I did not 
feel that someone had the right to skid along with me, 
simply because I was putting forth the effort and they 
coulc come along. This is true in many lines. If you go 
around the stores here in Calgary, as I have taken occasion 
to do ever since I have been here, I have found exclusive 
lines in ulmost every store in town. This morning I ran 
into a new exclusive, an exclusive on diamonds,which IL 
thought was rather open to trade but my friends over there 
et Katon's told me that they have a LaReine line and 
they have an exclusive on it and it is common to all other 
merchandising in Calgary, in Alberta, and all over North 
America. 

The jobber in Alberta 
is not a commission agent but in the United States we find 
many commission agents sales jobbers of major lines. They 
operate very much as they do here, operate on a spread of 
1g, 2, 3, or 3 cents, depending upon the amount of bus-~ 
iness, their eer on with rospect to delivery, the general 
physical and economic configuration of the area in which 
they operate. 

The so-called "farmer-dealer" 
of Alberta is pructicaliy non-existent in the United States. 


I am quite familiar with marketing over most of the 
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United States and I have not Met any farmer-dealers as 
they are called here- I would not say positively that 
there are absolutely none, but I just do not happen to 
know of any. 

One of the most striking 
details of marketing in Alberta is drum delivery, which 
is almost non-existent in the United States. I @id not 
know that thet was any such thing as drum delivery in the 
United States until the period of the Code and then t found 
that, when we ettempted to define "jobber", which was deo 
fined in terms of capacity to store gasoline and products, 
it was then that I found that there were a few drum de- 
livery points where our ganeral definition of a jobber 
would not fit; those areas in which we had it are prin=« 
Gipally in the Rocky mountain Area and in a few very in- 
terior und isolatsc spots in the so-called desert and 
basin region between the Rocky wountains and the Sierras 
on the West, but in the Bastern part of the United States 
and all through that part which is generally labelled the 
Standard of Indiana territory, which embraces the ten mid-~ 
West States, we have no drum delivery» Now to me this 
ee beh indicsetor of low density gasoline demand. 
The lack of all-weather roads and the mi. ture of other 
business with gasoline. It is not, it rather is a geo- 


graphical response than anything else. 


— I now come to the question-«~- 
Q BATOR, LLIPSEIT: Before you pass from that, 
Dr» Frey, how is the delivery made in the States to the 


type of consumer who gets the drum delivery in Alberta? 
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A It is aimost entirely made by tank waggon; tank waggons 
usually havire 800 to 1500 gallons, United States gallons 
capacity. Our system developed many years ago. It 
developed in the Mid-West and the story is rather ine 
teresting since I happen to know two of the men who were 
more responsible for its development.than perhaps any 
Others. The system was developed in Standard of Indiana 
Territory and the now vice-president of marketing of the 
Standard of Indiana, Mr. Allan Jackron, is probably more 
responsible for its development than any other one per- 
son. When the Indiana Company, following the early 90's, 
started to develop rapidly in Iowa, the Dakotas, Nebraska,- 
pardon me, not Nebraska,-in Iowa, the Dakotas and Illinois 
and go on, that agricultural region, they develoned a tank 
waggon system of delivery. They located their buix plants 
in such a position that the tank waggons could all operate 
as far as practical in a radius of about 12 miles. They 
considered that it was a good day's work to deliver with- 
in a radius that size. It was when horses were the power. 
Now in making delivery from their bulk plant to more 
remote points, dealers in more remote points and the 
dealers then were mostly hardware men, hardware, that is 
implement dealers and various people of that sort who were 
either selling gasoline stoves or kerosene lamps or some- 
thing of that sort, they found that those dealers were 
selling kerosene and gasoline at a very long margin. For 
instanee Mr. Jackson tells me that when he was located at 
iiankuto, Minnesota, where this thing developed, that the 
dealers were getting as high as 9 cents a gallon margin 


and the Standard of Indiana was not very popular with the 
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public on that account. As a matter of fact every time 

the price went up the Standard was usually accused of 

"Well there is John D. giving the University of Chicago 

another million dollars". Wow it occurred to Mr. Jackson 

who was then a tank waggon driver, tat since he was pass= 
ing these farmers along the way, that he might just as 
well stop in and if they had a bene sell them some, ina 
smaller yuantity to that, which he sold to dealers ard 
that is just exactly what happened. Out of that grew our 
delivery in the United States of tank waggon delivery to 
the farmers out of these compartment tank waggons and the 
automobile has only added the chriesis. We are doing it EC 
the same today as we did when Jackson started it back 

there about 1895. 

He took his tank waggon out along some country road and 

filled up the farmer's receptacles, as well as the dealers 

that he supplied? 

A That is right. 

Q Do you know anything about the price, sufficient to say 
whether that man, that the farmer, got free delivery? 

A As to the that, it soon developed that the farmer got the 
gasoline at about the same price as the ee just a 
little bit more and it hed the marked effect of reducing 
the margin to the dealer and for e while it practically 
wiped out the margin and the dealers were fortunate to get 
as much as 2 cents a gallon. | 

when we came into the filling 
station period there was practically nothing in the way of 
margins for the dealer. He was working on 4 basis of a con- 


venient supplier and not in the business as a marketer. As 
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soon as the filling station developed, exclusively for 
marketers, they could not see that the margin was 
reasonatle and one of the first breakes in the Indiana 
Territory developed at Joliott; Illinois, where the 
Texas Company stepped in front of the Stamard of 
Illinois and permitted a 2 cents margin, which is the 
first history we have of a service station margin. 

bid he provide himself with the receptacle, the farmer? 
No, he didn’t provide himself with the receptacle. If 

he had wa receptacle the same as the dealer, the dealer 
was not provided with one and if he had equipment like 
the dealer, a tank or barrel or anything to put it in, 
the deliveries were made to him. 

But did the farmer provide the drum or the barrel to hold 
it? 
He did» The company of course then equipped most of its 
bulk plants with small tanks which it sold to the farmer. 
L.0st everywhere through that territory you will find 
farmers have at: least a 50 gallon tank to which delivery 
may be made but the delivery is made just exactly in the 
same way to the farmer as it is made to the dealer. There 
is just a Little difference in the price. 

I was just wondering whether the general practice was that 
the farmer himself bought that receptacle into which he 
took delivery or whether the custom drew up that that 
receptucle was provided by the oil company? 
The receptucle was supplied by the furmer.e 

oe oe There is only One area in 


American trade that I know of where there is any louning 


os ets ag t ; =. ‘ 
; : = f : 


r~. i 


Oa ys Savdore Seg oLereh tas 2 petmcast et rey 
sity at yin sath eid ¢ehd eags oe. pines yet aot PADS 
oe pHs oan ns AeBoTT i a ae oF 4 OB) MIS nhs oidenanaot bay 
aud oxen: Rite ages abe te, Bose: alewed uagttxten. sa Aly 
to, Se 21 wet LO. dene ‘Reyrute. Netwqaa® amet eG 
mid. ak 9 ML Gy. Aba Keteayith tb. we Ss 5 tewdlsh haheg $a 38 hom set | 
CASO, Sia eye mE ey ite ow tratedd staat = in 
pence hep Yop tnd eh ae ceria me L0R 08 a8 ae hee. ws a6 i * 


= 
EO Pa Faas woe abi ‘ha: tanta? if abavoag 7 " b; cp ef ane 


oe 
a 

ie. 
es 


a ae ay 2 3 ei LS ‘hy ont es @iay aio aimed Re Ripe, 
Wii taamcatopw' Der tl Ber Bei eee, bebirang hoa sow ee 
— 

Oe 2651 28. Giruey my. f wort te Ade. pee fagk: “pad my ‘ - 

A Tar . | it oe ein. enow eotmevtiok. ott it “I 
od: fe Rh oe es, ciese ont ee y) Cove. et. ‘fie a oi i, 


- J 
yr eee, or sea 


e 


” ? 


ati I Saad Shee eas Ce eae a ai Ya ee ald ed a - 
eenieets wey iw? Bae o2 Gelate alitiet Ahem ‘gene a toung 2 
hoe i Be Bae eb ete: Fame hae te siecle a. sh 


os a Coe ° Te ete ak eae ieeeenes ona 


ee 28's . wae eee he cae aout tian oye . 


ee Sa Pe beifieack a Cees: “ea 

“Meine chad ayy nels ier eatin et 
+ Apbabenqenatbe Prom “ing 
rina t ales } 


- 14,594 - 


of drums to the consumer and that is on the extreme 
North West Coast and up through to Alaska and there 

in the fishing trade, companies like the Standard of 
Galifornia and the Union Oil Gompany and so on, deliver 
caches of drums. loading drums, to certain specified 
islands along the Coast» The fishermen come there and 
take the products, whatever it may happen to be and the 
empty drums are picked up the next year when the company 
goes back with a new supply. That is the only place I 
know of where there is, where there are loaned drums in 
the American trade. 

Perhaps you would be able to give us a Little more light 
on that with your views. as to the loaning of drums in 
Alberta, whether you think it is sound or not, under the 
conditions here or whether you have anything to say about 
it, at some time or other? 

Yes, £ will be glad to give you my views after iir. Cottle 
has told you what the financial consequences of the drum 
business ise 

Thanks. I go on then with the third element of this 
presentation "The price mak ing process". 

7 een this is a subject about 
which Pee ie ee a greav deal of general confusion for two 
principal reasons, ({L) the opinion that prices are 
arbitrarily fixed and (2)the failure to appreciate the 
nature of competition. Tv gay that prices are set by 
competition does not expluinthe process in its internal 
workings and to say that a pathological condition exists, 


a quite common conclusion, without knowing the physiology, 
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(4) the trend in re-seilers as between jobbers end 
Commission agents and salary bulk plants: 
(5) gesoline pipelines; and 
6) the effect of inland water carriage. 
These problems are not of keen interest here 
and in pert do not exist so there probably is no need to 


give them any speciel attention, unless you want me to. 


ew 
tt ger tm 
yO 


MR. FRAWLEY: We would like to have your 
views { think, on some of these items. You mentioned 
the Commercial consumer. Did you intend to discuss that 
at some time or in answer to questions perhaps? 

it does not meke my difference to me how I develop it. 


Anvthing you want developed on it I would just asc soon 


MR. COMMISSION#ZR LIPSETT: Give me three and four again. 
(3) is National eccounts, I should add parenthetically 
thet they are commercial accounts and (4) the trend in 
re-~sellers as between jobbers and commission agents and 
Solery DULK plants. 


The next subject is the passing of savings 


to consumers.“ Lower costs resulting from economies in 


operation are passed on to tne consumer in the form of lower 


prices, bett2:r products and better service. The lowering 
of gesoline prices is partly tae result of better technol- 
ogy, lower material costs, lower transportstion, refinery 
and merketing costs and from better realiZations on other 
petroleum products, both in refining and marketing. Every 
improvement is not passed on to the consumer immediately, 


that is to sey the price does not automatically lower it- 


self with the exact amount of tLe savings because quite 
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neturally - especially in the operations where economies 
are created through additional investments - there would 
be no Anvestment af ail of the saving were passed on to 
the consumer at once. In studying the American industry 
over a long period it is difficult to measure each saving 
in terms of consumer price as the savings often blend 
with other factors; but it is to my mind irrefutably 
proven that savings are passed a in lowering prices 

over thé years. That to he is the narue of the competit- 
ive situation which under extreme’ conditions forces all 

of the profits out and passes not only savings but the 
capital structure into the pocket of the sGneune een 
that point 1 want to go ©” with Sith Sa peeitnuee ae the NRA. 
and if it is agreeable with you I will stop for 4 minute, 
THE CHATRVAN: Yes certainly. 


(At this point there wes a short recess.) 


(Page 14,409 follows) 
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WITNESS: ‘This morhing I discussed the 
period in which there was no top to prices; the poriod 
in which prices took flight and finally the action taken 
by the Federal Gowernment to correct that situation. 

I am now going to discuss thé 
period in which there was no bottom to prices and the 
Legislation that took place as @ consequence of that. 

; In 1941 there was already a 
considerable over-capacity in production in the United States. 
The Oklahoma City Oil Field was having difficulty in disposing 
of those products and right on top of it came East Texase 
The discovery was made in 1931 but the effects did not become 
strongly felt until 1932. Prices of crude oil went down 
very rapidly. There were several attempts made by the 
States of Oklahoma and Texas to Gontrol the production by 
militery action. The first action was that of the Governor 
of Oklahoma who declarod Military Law in tho Oklahoma City 
Ficld and said that he would keep the Militia thero until the 
price of crude went to »1.00.- He was not successful. 

Governor Sterling, 1 think it 
was, of Texas attempted a similar measure in Rast Texas, 
ordered the militia into the field, had them cap down the 
wells, chain them up and he tried to hold the production 
by military orders. Thess gentlemen were quickly brought 
into Court. The cases wore carriod to the United States 
Supreme Court and thoy were soon told that they could not 
control production by military measures. It was recognized 
that the problom was of more than State significances and a 
number of laws, Bills rather, were offered in Congress. 


The Disney Bill for instance received very considerable 
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considoration immediately before the chanse in the administr- 
ation in March 1933. With the coming of the new sdaminis- 
tration and with our general demoralization, the NRA came 


into existence. The WRA provided three methods of attacking 


the petroleum problems. In section 9 (c) there was prohibited 


the movement of inter-State and foreign cormerce of oil which 
was pur cha sed in violation of State Laws. That, of courses, 
was stricken down within 18 months by roason of the imperfect 
delegation to the authority of the Prosident.. There was also 
a provision by which there could be industrial agreementse In 
California we actually worked under a programme of. Industrial 
Agreement more or less supplomenting or displacing tho code 

in that area. There is another provision that provided for 
codes on fair competition. By August 1933 the industry was 
working out a code and in Septomber that code became a reality. 
The object of those activities was to stabilize the industry, 
to bring erude oil prices back to normal, to make refinery 
pricos bear some relationship to the cost of the products and 
the cost of manufacturing end to put the distributors on a 
basis whore they could make, - if they et Least cculd not mako 
a profit, where they could at least employ more psople under 
the Vages end Hours Provisions of the NRAo That was 
definitely a recognition of the fact that the Law of Supply 
and Demand, had, in its ordinary operations, broken dcwn and 
that when you have a supply so far in excess of any possible 
demand halt exists at that time that the bottom was zero, 
which of course is an economic absurdity and an anomaly when 
you consider the so-called law of Supply and Demand, so our 
efforts for approximately 20 months were concentrated in the 


direction of stabilization. 
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The first theory that developed 
was that the production of evude oil was the basis of every- 
thing. All you had to do was to correct conditions in 
petroleum production and everything else would right itself. 

I was made a member of the 
Petroleum Administrative Board by the secretary of the Interior 
and placed in charge of marketing. My activities were very 
close With ‘the marketing eommittee of the industry. We, 
marketers, had e torrible time for some months becauss the 
rest of the Board, and t» a very large oxtent, the planning 
and co-ordination committesof the industry, accepted the 
point of view that if you had crude on an seven keel, that 
other things would take care of thomselves. It was a very 
considerable strugglic to get crude to run along somewhat closes 
to domgand but that was accnmplished first and within six 
months after we started we had a pretty fair line-up on ths 
crudo situation and we also had an opportunity, through the 
Code, to do some Fodcral work in conservation and also in 
unitizgation’ of O11 Pools, Under the Code it was necessary 
that all Oil Pools that developed beyond a point of ten wells, 
had to submit a plan for further development, which we called 
a unit operation, so we marketers had a bad time, because 
some of the rest of the industry did not want to concede that 
there were problems in marketing that were not, directly related 
to crude oil and we found plenty of pw ooiens, Matte indspendsnt 
of the crude. Ambitions are sometimes hard to control. 

Well the point of view shifted then a little bit and the next 
attack was "Yell now, we think we have it because the bottle- 
neck of this whole problem is the refinory. Now if wo @an 


get control of the refinery we have it solved", and they 
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started to work again on that end. I kept talking and 
talking and trying tv make them see how the marketing works 
back against the crude but I couldn't gain much i:cedway-. 

Now the problem was in refining and all we nced do now is 

cut back on refinery production, get our rofinery storks 

in order and everything will be just hotsy-totsy. The 
original refinery section in the Ccde had been badly worked 
out pocsuse, of course, those who believed that the production 
was the important thing had not tsken the trouble to make the 
refinery section what it should have been. We, therefore, 
had to amend the Code in the refinery section. We did that 
in April 1944 and immcdiatsly, the response was rather quick, 
we began to get production down somewhere near, that is 
refinery production down somewhere near the demand and within 
a year after that we were very materially cutting down on 
refinery stocks. We did this largely through industrial 
Committees. I say treat so far as enforcing the Law was 
concerned we found very soon, within a matter of six or sovon 
months, that we could not rely on the sLow action of the Courts 
to get results; that if we wanted to get anywhore at all 
and we felt that the intent of the Code was to get somowhere 
in stabilization, that we would have to get out of the legal 
aspeet of the thing and get voluntary co-operation and wo made 
a despérate offort to get the Industry to come in and join in 
a common objective to bring the whole thing back to a stabilized 
condition and I must admit that we accomplished much more by 
industrial co-operation than we ever could have dreamed of by 
punicive methods in the Courts. ie just did not have enough 
people to police the situation and there did not seem to be 


enough Court Houses and Judges and lawyers to thurp down on 
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it and besidec the other thihg that some of tho Judges 


had ideas of their own. 


THH CHAIRMAN: That is not unusual. 

MR. FRAWLEY: Theat is the stumbling block. © 
MAJOR LIPSEIT: They wero independent indcopend- 
entors? 


Théey were indepondent independentors but I will never forget 
an occasion when I appeared before a Judge over at Baltimore 
and I felt I had made a pretty fair job of trying to show him 
how marketing reacts on the other branches of the Industry 
but he was of a different point of view. He said, "You 
cannot tell me that one little filling station up here at 
Hagerstown, Mirylend, exerts the profound influence that you 
are trying to tell me it does." I went home pretty much 
scotched, yot believing that I was right. That was our 
experiences We could not get anywhere with the Courts and 
of course the Court ultimately hit us right below the belt 
in May 1925 and knocked us into a loop ---- 

MR. FRAWLEY: You moan 1955? 

1925 when the Schochtor Decision dostroyed the offect of 

the Cods. The so-called "chicken dcocision", where the 
chicken beats the Blus Hagle. 

7 I seid thero were those who 
held the theory that all you had to do wes to control the 
refinery but the thing which we found and which the co- 
ordinating committoo of the Industry had tc accept and 
which we of the Petroleum Administrative Board of the 
Department of the Interior came to recognize, Was that 
marketing disturbanees very frequently reflect all the 
way Lack to the erude oil prite and we then started a 


very activo campaign in stabilization; in fact for a while 
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we evon recommended buying programmes in the Mid-Continent; 
buying programmes which ultimately got the oil companies into 
difficulty. Those buying nrogrammes were the cause of the 
Madison Csse, They were also very largely helpful in moving 
up the price, the rofinery price of gasoline, and stabiliz- 
ing marketing over the cnuntry in spito of the fact that they 
were later attacked by the Derartment of Justice. Wig 
operated buying from October 1944 through until the spring 
of 1935 and reduced those distress © stocks at the refineries,enc 
then we worked out through the ares and got agreements on price 
Boerds to stabilize the prices Locally back to mormal iene 
We fought with the problem crf differentials as botwoen 
products and ftroned out many of those, especially the differ~ 
ontials as between various types of sellers, certain types 
of sellers, maintaining that they had the right to a cent 
and a half differential or a two cent differential or some 
other differential in price as ccmpared with the ma jer 
Companies because they were not advertising, they had lower 
marketing costs, they had this, that and the other thing 
and thereforo wore entitled to a different differcntial and 
we worked out many problems along that line. 

We also attacked the problem 
of margins in order to get stability. In fact there was 
not very much in the Petroloum Industry that we did not try 
to do something with and I will have to admit that we did 
accomplish something because the crude oil producers got more 
for their crude. Crude went up toa dollar very soon after 
we started in Code work. Finally prices tended to normalize 
POUgHLY at spout 28 or 19 to 1 Be iNew dete ofl pride. 


Prico wars in marketing were materially reduced. In fact, we 
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had a very small number of them ané conditions generally in 
the Petroleum Industry at the e¢loso of the Codej for all the 
grief which was occasiondd and for all the uncomplementary 
remarks which came in from the Industry concerning the Code, 
the Industry nevertheless was in a better profit position 
than it had been for many years and it is my personal fecling 
thet the Code definitely stopped the Industry from a bottom- 
less price-level and came through with profits showing for tho 
Industrye Now for that reason I would like to state that 
a Government has the right and duty to step into a situation 
when the competitive condition becomes so severe that the 
extermination of the Industry is likely. There is no 
question the Industry in the United States was in a desperate 
position. Many small refineries were reduced to, not only to 
having completely absorbed their profits over past years but 
were running in the red, Many marketers were ina desperate 
position. So far as the large integrated companies were 
coneerned they showed no profits and many of them showed 
losses and the price wars which oxisted were simply terrific. 

I remember one particularly in 
which I had a good deal to do in the settlement, that was a 
price war in New Jersey. During that price war which lasted 
over a period of approximately 8 weeks, the total loss to 
the Industry was estimated in just that one State for eight 
weeks only at 317,000,000.00@. If we had not had a device 
for correcting those conditions or attempting to correct 
those conditions the American Industry probably would have 
been completely bankrupt. 

Now there is much that- can be 


said about the NRA that I have not said. At least our 


ae 
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experiences under the Code, and perhaps some questions may 
dovelop later ebout that subject. 

I just now want to go onto 
one more subject before I finish and that is the subject of 
differentials. It was ome of our sore problems during the 
Code, differantials as between products and differentials 
as between different types of marketers and undor that I 
have this to say, that wido differentials as between types 
of marketers or as between various products act as an umbrelln 


for snort cutting marketing systemse 


rs MAJOR LIPSET?: Dre Frey, if 1 may. interrups 
you for a moment, I gather that your general view is that 
there should be Government interference if the price either 
goes so high that the public are being badly treated or that 

it has got beyond control or if the price goes so low that 
the Tndustry is going to be ruined? 

JA Yes. 
Q From your studies have you any views as to whether 


any condition hes arisen at all in this province where 
Government interference should take place or whether it 
would be helpful to sither the consuming public or the 
Industry? 

4 If I may, I would rather answer that question after Mr. Cottle 
has put the facts before you. 

Q It just occurred to me to have it in front of you so that 
you might consider it? 

4 I heve an opinion but I would rather wait until he puts the 
facts before your 


Q Thank you very muche 
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Because I definitcly believe that a Government has the right 


b> 


and the responsibility to emter into the problem of Industry 
Regulation either on extreme flights of pricos upward or 

in thea event that the bottom drops out of the pricee TI 

also think that a Government should be in a position to 

protect against punitive prices in which, or monopoly prices, 


in which there is an indication that some one is trying to 
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drive someone out of the business by establishing prices 


thet are too Lowe My ie 4 
aaa Now back to differentials, 
I sey that I think wide differentials are an umbrella for 
short-cutting marketing systems. The next thing iS that 
wide differentials as between types of marketers or between 
various products tend to forces better products into cheaper 
channels, or let me change that just a little bit and mske it 
this way, I think it is puobably clearer, that if there is 
\too much differential between products a low price, a cheaper 
product drains business foom the better products. The same 
way as too much differential between short-cut marketers and 
conventional marketers causes the business to drain from the 
conventional markoter to the corner cutting type of marketer. 
Now I would like to coneludoa 
then with just this statement that in my opinion good business 
Gictates thet differentials are just as important in the 
competitive system as the price of any product; that we 
are not dealing simply on a product basis. Here in Alberta 
the statement is sometimes made that there is no substantial 
quantity of "Q" or "Ethyl" gasoline on the market, that the 


competition is in Third Structure. Now the competition is 


more than Third Structure because if the differcntial between 
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the Third Structure and "Q" becomes too naroow, the business 
flows to Third Structure and the competition is really by 
reason of the differentials. 
MR. COTTLE: Dr, Frey, you said if the differ- 
ontial became too narrow, the business --- 
Pardon me. If the differential becomes too wide I mean, that 
you have, supposing you are working along on a differential as 
betwoen Third and Regular of sey 3 cents and it goes to 4 cents, 
the Third Structure gasoline will take more business from the 
"Q" by reason of that spread in the differential and it is a 
question of marketing judgment to determine how smuch of a 
differontiel you can maintain between the Third Grade and tho 
Regular, and the Regular and the Kthyl as to whether you are 
getting a reasonable proportional development in the threes 
gradese 

It is aiso just as important for 
the marketer to determine how much it is noeessary for him to 
reduco his price in order to chisel in on competition or how 
much it is necessary or what method, what necessary differential 
there is in ordor to keop a ecaten marketer, a spocialized 
marketer, from cutting in to the business of the more ennvent- 
tionally operatod company. 
MAJOR LIPSHTT: Will you consider some time, 
Dr. Frey, the suggestion which we heard something about, 
supposing that one thought that there was absoluto competition 


say in this province with regard to Third Structure, would it 


"Q" brand or should there be a further differential, as an 


alternative method of considering the profits and so on as 


compared with the one which was mt before us? 
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I do not believe that it is possible to establish for any 
long period a fixed relationship between those various 
prices. It is a matter of judgment of the marketing 
companies to determine how much that differential between 
products can be and getting what they consider isa 
reasonable relationship between volumes moving in those 
grades. That is to say we had it during ths code nesMene 
"t was proposed, for instance, that the differential 
between regular and 3rd should be the difference in the 
manufacturing costs, which is a relatively small amount. 
That simply cannot work out, because you are not basing 
youn Operavion® entirely on ord. You are operating on 
what the consumer is willing to accept as a reasonable 
price on the other product. There is nothing about the 
products that make them intrinsically worth more one 
‘than another. The whole thing comes back to subjective 
eae and the same thing holds true to 4 very large 
extent on say one brand as compared with another. iy wife 
uses a certain type of gasoline. She is perfectly well 
satisfied with it and other gasolines sell at the same 
price. Now I can no more tell my wife that she is wrong, 
that these gasolines are essentially alike than I could 
tell her some very self-evident fact that the sun is not 
Shining to-day. Subjectively, she is a consumer that 
believes in that particular name .and she buys at a 
particular price and you cannot convinee her that a 
gasoline costing lg cents or 2 cents less was as good 
and you cannot probably convince her that another 
gasoline costing 2 cents more was as good. .It is definitely 
Subjective. When we get down to a question of values the 


only satisfactory solution I know for value is the value 


Cee ry 
fs : 


oh 
a ‘ 
yes 
is baer 
oe 
ie ee 
tS of 
¢ 


3 
Vee 


ts i ve? . 3 
sigs | : 4 : t 
oy - . ak ca - 
my 1 
= Z ; d 
a re 7 ? ye 
‘ uf ad : 
8 z 
mn fae pes 
. 
= a 1 
ae 2 en C 
“ at ; eer 
A art a 
: ‘ bd <i 
tomas es mG ; ‘y A 
5 tie i i 
i ras 4 + 
th, ‘ t : 
i vst ey 
bar . od : 
. a2 : i 
‘ - e; ; : os 
, rath © ao a 
ou 2 mo : 4 
side ep. Ly, 
teed. 4 oe 
; ict sip : 3 sik 
ir : e mis z oS 
Oe wes ‘ 
of bbe 3 az a= 
‘ (oa Far - 
; cael x FS 
3 rane ef 
Re 5 oe 2 
Hoe by * oe a0 : 
F 1 Ss i 
2 as 2 Sree rr est 
3 pre = Pe ie. = 
a eet z ’ i Eas 3 
“45 a : ee 
Fa “ney, a = 
~— re Foxe wee ea * 
Gar ee De Sa : 
BOE? , 3 ‘ a 
pet Sie 
val . ; 
i erin vy i ons 
z ; 
Bor im Wee F 
cs f : 


es eae oe 
‘ 
: a 
oe . 7 1 
ro ne F 
, v2 > . ots 
sat : i 2B 
Bi oI 
a 7 = t 
- f . iyo «, 
fe - aa oar = 
= a . 
4 t 
Pct F 2 
: Te ot . . 
; 3 
gh ait SS “Y 
3 my Et rat a 
< ae Sn, aa 
re “, =e (ae rig 
t+ yas 
Dany : ue Re, os 
iowa « fd ie 2Nee 
pet: ne wr Se 
i et ‘Se ws 
a a 
inte cS 


& 


-14 ,420- 
Dee (thas Wye EOYs 
that is placed by the irdividual. That is clearly || 
subjective and not determined by cost. | 
A little while ago you had a point in mihd in regard to 
or in reference to Government interférente if there was a 
monopoly? 
Yes. 
Supposing it was a fact, and I am far from suggesting that 
LG is, thet there was this true competition in the dérd 
structure and that there was for some special reason in 
this Province a complete monopoly in the ofdinary structure, 
Moor “toy ls us von shad that hyvothetical state ox affairs 
DOW.WoOULO VON -enorogon ).0r. rey. 6) COorrec tiongois 1 too 
any other method than by building up from the ee i 
a fair profit on 4rd structure where there is competition? 
it there actually, were a monopoly on regular structure 
in Alberta and it were necessary for the Government to do 
something about it, I would be more inclined to stucy what | 
has happened in competitive markets in which these relation- | 
Ships have developed| as a product of competition,, than To | 
aivempt, FO Arbitrarily establish the relationship on. the 
basis of costs. 
I suppose that would cover the case of, if you were satisfied 
that the price of grd structure were fixed abnormally low 
with the view of putting some competitor or something like 
that out of business? 
Yes. f/I think the whole price structure has to be examined 
with respect to its total net-back and not with respect to 


the detail of one particular product in the market. SS 


, a 


Well ,.it. you. take. it from, the net-back, supposing that the 


price of the 3rd structure was maintained at 1 cent under 
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Drei da Wa Frey. 
cost and the price of the "Q" and Ethyl were maintaire 4d 
at a price say of 3 cents over dost + that is 4& decent 
profit plus cost - the effect of allowing that to continue 
might be that the competitor who only produces 3rd structure 
might be driven out of business and the whole price structure 
might be raised if the monopoly became complete? 
Tiat is true if you could determine what the cost of---- 
if you could uetermine that the cost of "A" wag up and the 3rd 
structure was down with respect to the total cost. But, 
after all, cost is not determined by one product. It ig 
Cetermineo Dy al) oF the praducts., Therefore, to sayeons 
is below cost and the other is above cost assumes you know 
more about Gost han youjeactualliy do. Because, alter all, 
Gost is related to all of the products and not just one 
product. The relationship of one product is an arbitrary 
figure and is not an actual cost any more than it would 
be in any other multi-product industry. Malti-product 
industries are forced, even if there are only two products, 
to recognize that as one goes down the other must go up. 
There is always equilibrium working towards prices of \ 
products. I do not know whether i told you about this 
case of the manufacturer who found a method for making 
methynol in connection with making ammonia sulphate or not. 
Do you recall whether I did? 
THE CHAIRMAN: No. 
This manufacturer is a very sizeable company. I got into 
it when they came around to the point of determining 
whether they could put methynol into the gasoline supply 
and what the effect would te on their programme. Now, 
thé objective initially was to produce NHS and the 


process that they worked out for the most satisfactlry 
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production of NH3Z involved the manufacture of methynol. 
Methynol would be a competitor of methyl aleohol. Now, 
as methyl alcohol it would enter into competition at around 
24 or 25 cents a gallon; with NHS at about 34 or 35 cents 
a pound. But when they looked at that situation they found 
out that there was a rather limited demand for methynol 
and it impinged upon the alcohol industry. This same 
company was a large buyer of butyl alcohol. Now they did 
not went to°pay any more than avsolutely necessary for 
that butyl but if they went into competition with methyl 
they would depress the price of methyl alcohol and that 
would be damaging a supply from which they were drawing 
butyl. So they turned to the gasoline market to see 
whether they could dispose of their methynol as an anti- 
detonant in gasoline. Well, they found they could. They 
experimented and found that they could put methynol with 
no bad effect and by certain minor carburretor adjustments 
they were able to go ahead with it. But as to the economy 
they faced the next thing and that problem was this; 
we now are on an entirely different basis as a substitute 
for methyl alcohol, we are on a 24 cent basis. Now, if we 
go into the gasoline business we find that we have say 
5 cent gasoline market, which means that about the 
highest price we can charge for methyncl under such 
circumstances would be about 8 cents. Well, then, the 
problem immediately becomes how to balance 8 cents against 
the 34 cents NHd. How high does NH%d have to go tc absorh 
the difference between the 8 cents and the 24 cents? 
What does that do to the NHZ market? That is a typical 
problem in an industry that is producing only two products. 


Now the petroleum industry is producing many products and 
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the establishment of a cost fcr any one beoaudt ig purely 
arbitrary. It does not représent tho fact any more than 
if you take another set of arbitrary facts. So that when 
you relate cost to price you are dealing with arbitraries 
all the way through and it is not possible under such 
circumstances to say, except on an arbitrary basis, that 
the 3rd structure cost this much and the regular costs so 
much more 5 excepting that you may be able to figure that 
you have added certain things to the bottom one to make it 
a different product. Such as here, for instance, the 
addition of Ioco naphtha and tetra-ethyl lead. Those are 
the only things you can be positive about where those 
costs were added. But as to the relative value of the 
two otherwise, to say one is toc much and the other is too 
little, is practically impossible except when you determine 
an arbitrary basis. 
MR. FRAWLEY: IT had some questions, but 4k 


wondered if there was anybody else who desired to 


question him. i ester tO question J ast. 
NR. NOLAN: No, thank you, Mr. Chairman. 
THE CHAIRMAN: With the cost prices unknown 


for a particular article that is produced of the 1 barrel 

of crude, how do they arrive at the price to be affixed 

to the different products processed when they come to 

sell them in public? Again, a matter of what the public 

will pay for each? | 

I think each one of us individually is doing a considerable 
budgetting. We may not be conscious of it. Some of us 

may be rather careless and not sit down and budget but we 

are evaluating the things in terms of the pleasure that 


we can derive from them. There are certain things we must 
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have, such as,food,and shelter and clothing. There are 
other things that we would like to have. Now, uniess the 
automobile is a part of our business to oe Cte. 2508 
convenience or a pleasure and that is where the principal 
consumption of gasoline takes place. ‘What we can afford 
to pay for gasoline is an important item in. our personal 
objective and the price of that gasoline over the long run 


must bear some reasonable relationship to the ability 


Pp 


OL a soGiety .to.ay those prices. If we had sasolins at a 
ees mich hbisher Level than now exists there micht be a 
very serious question of how much of it we could afford to 
pour through automobile tanks. That gasoline price does 

not move absolutely independently. it bears a relationship 
to other’ things in terms of the pleasure or convenience, 
Oratne Yeeting of necessity. if also meets with competition 
OTs ther Tuclsuipdi vec tly. Vos let us say) ls ouced say 
the railway. The bus or the truck comes in and competes 
Vict Pollway.. he wppice thai can be paid for the 
gasoline would be a determining factor as to whether you 
would use the truck or bus as compared with the railway 

and coed. if the price of the gasoline too closely 
approaches the price of coal as interpreted in passenger 
Giles Ob le Seed SO On. Li vis not possible To say 

THéet Lhe oui ee of wasoline is Dixed by whe price. of peas 

or beans or wheat or any one particular product, but in 

our total economy there is a relationship between the 

price of gasoline and other products. it is an individual 
judgment, a subjective judgment on the part of each one of 
us, ae in the aggregate it constitutes all the consumer 


point of view and that consumer point of view bears a very 
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important relationship to the cotipany point of view 


h 


{ 


q 


in what it will charge for the product. The whole thing} 
is definitely in the mind. tt is Subjective, it ig 
almost metaphysical. \ 
MR. COMMISSIONER LIPSET?®: Is there a considered question, 
Dr. Frey, that if you had in the case of gasoline the 
general public who might be best prepared to buy these 
products ee some individual strong buyer for some other 

of these products, such as a railway company or some other 
buyer, which was,*perhaps, the only purchaser of one; of 
these: other products, that they might be able, to, insist 

om too low @ price as .regards the cost.of manufacture, 
whieh would have to b@& put over on the public who buys 
gasoline? 

At least it is possible that where you have a strong 

buying organization that the purchases will be made at a 
much lower level than those available to the average 
gonsumer, and whether it is put over or not the whole 

thing resolves itself into the total cost in the social 
structure. Among commercial consumers, for instance, 
especially large commercial consumers, there is a very 
considerable difference in the price paid by them. They 
are, by reason of the quantity they consume, in a position 
to bargain independently for a price. They do bargain for 
a price and typically they get gasoline and other petroleum 
products at, less than those that are available to the 
ordinary consumer. 

What do you think of the equity of that or whether there 


should be some method. of saying that at least all the 
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gasoline of a particular grade must cost the same per gallon? 
It does not though. 

That consequently there should be approximately the same 
price? 

No. The gasoline that is being supplied to the large 
consumer does not necessarily cost as much as that which 
will be supplied to the smaller consumer. The total of 

the smaller consumers might not be enough to make for 

an effective cost of refining. That added gallonage made 
possible through these close bargaining commercial consumers 
may make a profit for the refiner that would not exist 

under smaller purchases of the individual dsuyer. It 
does not follow that these commercial consumers are put ting | 
something over on the general public. 3 
I can quite see, of course, that to the marketing end it 

is cheaper, perhaps, to sell to the man who can make bi 
contract for a large quantity than it might be to the 
smaller consumer. %ut is the argument quite sound as to 
therrefiner y7 Might it not be just as fair to say that \\ 
the price that the large consumers get is made possible || 


by the large number of private consumers who make up the | 
quantity? i 
Thatris a very difficult philosophical question, because, 
aftor all, it is not any one consumer that makes the Drie. 
It is the ageregate of consumers and to segregate one 
particular element out of the algebraic equation is 

dit fireul ts It almost amounts to deciding on some social 
philosophy and following that rather than economic 
consideration. Because you just cannot separate out of 


the total picture each one of the elements and determine 


for each one of the elements except on an arbitrary basis 
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what the costs are. 
I was rather thinking along these lines, that the costs 
were arrived at by the aggregate of purchases?’ 
They are. 
Some larger and some smaller? 
They are arrived at by the aggregate. 
Am that that arrived: at the uniform cost of that particular 
grade of gasoline? 
It does arrive at a uniform cost for the’ total of the 
production at that particular moment. But if you took out 
any of these various units that constitute this algebraic 
eguation of demand then it is a question of how much you 
would affect the total cost of operating. Oertainly when 
some companies take on Government business, for example, 
as big commercial consumers,we usually figure them in that 
bracket, they are not im a position to make very muchyvon 
that kind of business because a large number of companies 
are out after it. But they figure on the total economy 
of their operation as a consequence of adding this one 
more factor to the equation. Some people say that this 
Government business should indicate what the price is. 
LI do not feel that way about it at all. The price at 
which the gasoline is transferred from the refiner to the 
Government should be calculated back on the incremential 
effect of volume upon the cost of production bie does mt 
represent the orice at which it should move from the 
rerinery. Some product might move at a higher price 
to smaller consumers or to jobbers than that price which 
is established as a result of Government competition. 
Is not the contrary equally true, that the only way in 


which the Government can get it at anything near that price 
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is because of the great yolume of other consumers? 
Well, I do not know. Yes, I suppose that there ig something 
to that because, after all, we are talking just about the 
same thing and that is that the cost is a reflection of 
the aggregate and whether that aggregate consists of A plus 
A. OOB pilus A, the result ts the same, A — B&B. 
But in the hypothetical case yeu are giving, supposing the 
Government sook half and the public took halP of the 
production of a refinery, the public is paying the full 
price and the Government or the big consumer is getting 
the other and getting all of the berefits from the Ms 
production given by the consumer, by the public? 
Yes, but the Government did not force any one company to 
take that business. The Vovernment gives everybody an 
Opportunity to sell. Now, it must be the judgment of the 
individual producer whether his capacity and his position 
with respect to crude, the loss, perhaps, of some other 
Source of gales, many things. of that sort are going to 
determine for him whether he ig going to make an attempt 
at that business. And if he does he is going to consider 
it on the incremential basis. The same thing holis true 
in California with respect to the Atlantie Coast business. 
AS a conservationist, I believe that there Should be no 
Oli moved tc tne Atlantic Seaboard from California. But 
in making that statement I rececgnize very clearly that 
I woud not be very popular with certain producers and 
refiners in California. f say it should not be moved 
from that area peeause there are practically no other hydro- 
carbons in the entire Pacific Coast area of the United States 


and that when w2 use our oil ana gas out there it is dorm. 
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Dr. Jd. Ws. Frey. 
Now we want to preserve it just as long as we can for the 
benefit of everyone invclved. ‘nerefore, I enh it has 
no business on the Atlantic Coast because there are plenty 
of areas that cau supply the atlantic Coast. But actually - 
I am only talking theory, - actually gasoline moves from 
the Pacific Coast to the Atlantic Coast and it moves against 
a heavy canal toll and also moves against a higher freight 
rate and it moves against the Gulf, because partly of 
quality, I will agree, because California gasoline basically 
has @ high octane. But how dO these’ refiners go about 
determining where they are going to meet the price on the 
atlantis Coast with all of that obstruction set against 
thenn) Well, pertly by reason of the fact there is ne 
eontrol of production in California, or just voluntary 
GONLFOL. |;There. are et times, large quantities of erude 
in the market that must be bought by the refining companies 
whether they want it or whether they don’t. The habit in 
California is also to run to refining as quickly as poss@ble. 
Mere asvelatively very Little crude stored. .Thererare 
enormous quantities of fuel oil and products. It just 
happens to be the habit of operation. Now, the refiner 
must buy the crude and it is getting out of hand. What is 
he to dof? He must make a price that will take the 
business somewhere , so he fietres just as closely as he 
ean on the delivery price on the Atlantic Coast, and he 
considers the ineremential effect on his refinery throughput 
and on top of that he calculates what the damage will be 
to his inventcries if he does not get rid of the prodwt, 
and on the composite of the two he takes a price which 
puts him on the Atlantic Seaboard. 


Does not that to some extent explode the theory that there 
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is some sort of competitive price under which crudes can 
only "eer to a-certain place, if you find the California 
crude can get right across the States to the Atlantic Coast 
and that we here with Turner Valley crude cannot get past 
the Portage la Prairie fringe. Is there not come econtra- 


dietion? 


(Page 14,431 follows.) 


sat sere a 
‘ites ae oo ve aaa wins 
' eat attr 4 anit at bee ‘Noa 

Aa CGR wee 8 J 


ant rae enn stone! ai ees spbraolt eset! a 


? 


: 7 ‘ ri ) Ay “if : = - 
me » Out 1 (fe » Sie 2M _ 
in I | 
’ : 
LPs, i Ee , . : li a ars i 
2s Bus ty de » : 5 4 Aly The +t 3 7 ; : ij 
j 
. ¥ ¥ » . 7 % be 
* . 
: , rit." 7 Fa le 
bs SP de ag 
bs * rE 
- od . 
* is ad - 7 5 me © i 
2 5 
: Soar > ‘ y. : pk 
‘ v 
= : 
n ? eal aa + pt i ' 4 , & 
<; “ 
; “. = We j \ eat 
' 1’ I ‘ = u . , } 
F 
6 " 
Be Grape ie Pad $m. | ; 
i 
2 : mi 
i ‘y oe ibe ‘ / tel ‘ 


* *: oe ; " : 
il rk, Soe Ray ee ee 3 4. » Pee - is 
a 
i re : : ta a 
oe i it an 4 Fe | sy x : a mee) Doe: 
it 
i] 
j} i) 
; P ee 
tos & és r vical 7 
‘2 4 
= mn 
ne ; 
* 4 hy cs l + a Ars 
nes. F ‘ b! ire * 4) Lae - 4 Pye 
i ror 
. ; } ra he vi by 2 « 2 ; ; 7 
' a | iy ty * j é “an 7 ow - 
i | 
4 * iets poe 
’ 
j ; 
ie 7 “) Cy 
care is Ly . ity ; Varies 2 


a ine sy, P. icine 


Pies 


Dre Jo We Frey 


CO 
1 


~ 14,65) - 


No, there is no contradictions, It only means that crude 
products at the sea~board are reflecting the inter= 
competition of world and other, world areas, by the 
difference in the cost of transportation principally. 

It does not contradict the other at all. fhe price of 
Grude oil in Galifornia does not move independently 

of the price of crude oil in éthar parts of the United 
States or the world. It has a certain amount of fence 
for a very considerable of its coneumptim by reason 

of the canal toll but aside from that little thing, the 
price in Cxulifornia must bear a reusonable relationship 
to the prices at the Gulf Coast. If the California 
prices go too high the Gulf Coast material will move 

to California and if the Gulf Coast goes low, pardon me, 
if the Gulf Coast goes high, California will move to- 
wards the Gulf; those things are in dynamic equilibriun. 
But the movement of the finished product, Dr. Frey, fron 
California to the atlantic Coast must be against economic 
laws, must it not, or against economic prices? 

And if the quantity which moves were substantially larger 
than it is it would refl:ct very strongly on the crude 
oil price in California but as it happens the percentage 
of the total is very very small. The only difference 
there is between the actual and what I say should be the 
case, is that it is ua very small quantity which moves 
and I say there should not be any. 

That is what I gathered was your view, that whatever 
movenent it is it is against economic Laws? 

Yes, it is a small nevemene | nevertheless, and of course 


gasoline that moves off shore in California must meet 
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world competition. 

And you say that if it goes fro California t~» the Atlantic 
Coast, it is obviously wrong and equally if the oil went 
from Turner Valley , and went too far Hast? 

Well I am not saying it is wrong for .1e same reason; my 
concern about the muvements from California is definitely 
conservat ional. I am not concerned about the economics 

at alle The economics of the movement of it. I do not 

say that that is wrong» That is the fact, that is actually 
what takes place but so far as my theory of wrong it is 
that there is moving out of an area one of the most valuable 
resources that the urea hase When you get right down to 
brass tacks California has just three things in my 
estimation and one is sunlight and the other is oil and 

gas and the othor is the water that they can pull in from 
the mountains and there is nothing else in California, 

that is so far as I am concerned. 

THE CHA T.MAN: Doctor, recognizing the 
economic laws of which you spoke with regard to the 
movement of oil from California to the Atlantic Coast, 

and accepting all the reasons you gave in connection with 
it, to come back to the commercial account, as I follow 
you, the refineries, the normal business takes care of 80 
much and it can afford because of the additional turn- 

over that it will provide, to supply the commercial 

buyerr at the lower rate; that gives hit a bigger turn- 
over, is that correct, am I getting a true view of that? 
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Now is that or is that not a repudiation of the theory 
that it is quite wrong that the producer should go &s 

far as he can with his normal market and then take a 
Lesser price to get the bigger turnover? 

You will have to remember that a refiner is operating 

as an individual among many other refineries. He is not 
tied in to ‘the oil field directly. He can make an 
individual judgment that does not affect someone else 
except insofar as he will take the business away. 

Lean 

Wow let us, let me see, you have that other publication 
which I gave you. 

I can quite see the practical difference but in principles 
what is the difference. I can quite see that there may 
be the same difference in the producers of furner Valley 
speaking with one mind about how far, speaking asp a - 
result of one judgment as to how far they should go but 
in principles now what is the difference? 

Well sO 26r a5 ihe difference is coneerned=---- 

Supposing you could get the producers in Turner Valley 

to get together and in lieu of acting against each 
other, conceivably for individual benefit , they act 
co~operatively for their mutual benefit and they did 
speak as one man, why should they not say, as the refiner 
has said, "I will sell the commercial account for leas 
than I cun afford to sell generally and we will go so far 
with our ordinury business and we will go so muah further | 
at a lesser price in order that we way be able to produce 


more and to save our overhead costs"? 
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Well one of the first thihgs-~~+- 

Leaving out ¢Ggonservation now and allowables? 

I was going to show you sonething of the extent to which 
commercial buying is above ana below the tank car. 

Yes? 

One thing in the theory thst is different is that there is 
practically no flexibility there in the production sit- 
uation, where there is flexibility in the refining. 
There is always the possibility of a refiner getting 
some more customers, pushing out into a new areae He is 
not restricted as much as the producer of the crude in 
that respect. The other thing about it is this, the 
erude oil price as I see it is now set by the compet- 
itive interaction. Now there is nothing that FE can see 
that would prohibit these crude oil producers pooling 
their interests in order to extend the market if they 


want to defy the general principles of economics. 


(Page ta 5450 follows) 
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MR, FRAWLEY: Thet is by setting greater 
defiance than what you told us about the commercial ac- 
counts? 

Yeo. J le = 

You say they cannot sell the whole trade at the price 

they sell the commercial accounts? 

Let us get just one fundamental differenee, one very 
fundamental difference. When I was here the first time 

i testified on the difficulty of determining the cost 

for production. Now When it comes to producing at a 
refinsry you know so much more about the cost than about 
the cost of production. You know when you are producing 
erude waet your out,of pocket costs are but you do 

not know what the costs are going to be on the total de= 
V¥elopmont,.norvyor the,.impingsment of other flelds. upon 
PO or elo te log ene Lite of the Dieide . Bud 

when you are dealing with the refinery you know how 

much it costs for the crude. That is definite. Now the 
next thing sbout that crude i8 that it constitutes a very 
Digu percenvace of the tobel cost of the refining oper= 
ation... 1b Varies of course but commonly between 70 

and 90 percent of the cost is just in the raw material, 
Now another thing you know is what thet refinery will do. 
You know what your labor bill is. You know how long you 
are planning to operate and you can depreciate at a regular 
rate. You of course are somewhat at a loss as to what yru 
should apply as an obsolescence factor but in general you 
ae very much more about whother vere coming anywhere 
near, covering your cost of refining than you do. in the op- 
eration of an oil field. As I say the people who make the 


judgment concerning the prioe at which they will sell in 
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D5. ew. cree y: 
an oil field may be doing tance waste greet injury in 
reducing the price to 6 point where they go into more 
distaht markets when they know whet they are making with 
their own market in which they are playing. Now that 
does not mesn that they cannot do it. I think there are 
ways thst can be devised by which it can be done if 
there were some socisl reasons for doing it but as an 


economic thing I do not believe that there is any essential 


y » 
i 2 


difference between - pardon me A do not believe that the 
Lf 

producer siould set his price in any other way then by com- 
petition unless the price is so low as to demend Statc 
interference or so high as to demand State interference. 
But within a relatively narrow renge it seems to me that 
the supply and demand situation, the,competitive situation, 
should determine the price Level) as i testivied congern= 
ane, the Gitficulty of determining costes in an oil] Piedad 
it would be that TEEeOe that would make me very hesitant 
to recommend a lower price than that which could be arrived 
at economicelly since there are too many factors about 
which we do not know in the ultimete cost of production 
in the Tield. 
MR. FRAWL oY: Is this one way of putting 
it that the refiner knows what he cen do with 500 more 
barrels through-put in his refinery but thet an oil well 
producer is not in that same position for the reasons 
you have mentioned? 

A I should sey that the oil producer in Turner Valley is 
very much in the dark on the affect of another 500 or 
LOGC or 2000 (perrels oF crude old. Sut ‘ihe refiner 


handling the seme quantity of material would be able to 


calculate within a relatively small fraction of a cent 
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his. totel cost and he 


the possible effect, 


van make arbitrary allocations to 
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MR. PLOTXINS: In view of the claim by tho 
Turner Valley producers for a wider market, do you not think 
they are in a very good position to judge the economics for 
themselves? 

Noghe doehRats One of the things I did, Mr. Plotkins, when 

I ceme up here was to try to find out how much the producers 

in Turner Valley knew about the field and I went to some 

of the best sources that I knew, just out of general curiosity 
on my part you know, and I found out that there were a surpris- 
ing number of things that they did not know; for instanese, 
they could not tell me where the edge-watcr was; they couldn't 
tell me whether there was any edge-water; they couldn't 
Completely define the Limits of the field; they couldn't tell 
me what the;conditions over the field are with respect to 
porosity and permeability; I found just sny number of. things 
that they did not know. Well, unless they know those things, 
I say that the best they can do is to try and make a guess 

or follow the lines of meeting the demand with a certain 
quantity of crude but I vould say that they do not know what 
the cost of producing is in Turner Valley except the out-of- 
pocket costs and in that connection you will find as many 
opinions as oil producers. 

You do not believe that each individual producer knows enough 
about his own costs and his own financial circumstances to 
judge whether he wants a slight additional crude at a price 

DE wots 

I should say that the ordinary producer is just like the rest 
of us, he has a degree of stupidity that overcomes his judgment 
at times. 


THE CHAIRMAN: - Any guestions, Mr. Harvie? 
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Je ‘ie Froy 

Mr. HARVIE: Not at the moment, Mr. Chairman. 
THE CHAIRMAN: Well do you mean --- 

MR. HARVIB: There are some points that have 


arisen that we will possibly question on but maybe after 

Mr. Cottle submits his evidence and so on. I think maybe, 
at the moment there is nothing that wo really want to add 
that may not be answered we think later by the same witness. 
THe CHAIRMAN: ~ Do you want to go on tonight, 
Mr. Frawloy? 

MR. PR&A'LBY: Dre Frey, you did mention the 
question of refinery price and I must confess that it was 
not very clear to mo and I wondered if you would be so good 
as to make that point clear, which you were making, again, 
you drew two distinetions, (a) the price arrived at ona 
cost and profit basis and (b) fixed by what the judgment of 
the refiner was as to the competitive situation and I just 
did not got that? 

I said that so far as the first method of determining the 
prices concerned that many refiners do not think it is worth 
the bother to calculate the costs; that is particularly truo 
among the small refiners and that the price which they have 
to meet is the governing thing after all, so they might just 
as well mest the price and get the best that they can out‘of 
it, rather than try to make. calculations as to what their 
costs are, when their costs are not going to determine what 
the price is anyway. It is only when they como into the 
possibility of getting some more business of a particular 
kind like large consumor business, some special off-shore 
shipment or something of that sort, when there is any use 


of getting out the pencil and paper and making some very 
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closs figuring on costs and therefore, by reason of the 
influential facets, it might be dosirable to shade tho 
price, but in the ordinary market that is not worth 
doing. 

Now here is just a guestion whieh you may think may bo 
better answered after Mr. Cottle has finished, would there 
be any advantage to our situation here if there was no 
Calgary open tank cer markot? 

If you do not mind I would like,to let that ride until we 
Gan Spend more time on it. 

MR. FRAVLEY: YoSe 


THE CHAIRMAN: I think we will rise now. 


(The Inquiry was here adjourned to be resumed at 10;00 4. M. 


October 24th, 1939. ) 
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LO:00 4. M. Session, 
24th October, 1939. 


MR. FRAWLEY: L Will call Mr. Cottle. 
FREDERICK G. COTTLE, having 

been recalled, oxamined by Mr. Frawley, said: 

ei Mr. Cottle, you have a submission to make as a result of 
Some analysis which you have made of the costs presented 
by the marketing companies? 

4 Yes, I have. ™ 

Q Will you just say what you have to say about it? 

Rar, (ke UR Frey has indicated I propose to present a coneciso 

Summary of the financial porformancc of the marketing phase 

of the Industry in relation to prices. 

A summary of tiis kind world 
seem to require a consolidation of all of the financial 
statements of all of the people engaged in the marksting 
phase of the Industry. This I have found to be impossible, 
however, firstly because of the lack of uniformity in the 
elassification of accounts of the various foment involved; 
even if there wore a uniform classification of accounts, 
however, the operations themselves of the various companies 
are So dissimilar that no classification, no single classif- 


Q 


feation, of account would reflect the performance of each 

of the marketers; for instnace, I do not know how one could 
consolidate the operations of say Trimble who markets gasoline 
from Montana and delivers directly from the importing truck 
to customers, with the operations of say Becker who operates 
Salaried service stations. Moreover the accounts are not 
available in great dotail from some of these companies. The 


North Star, for instance, is a rather largs marketer and that 


company does not attempt to segregato thse accounting for its 
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operations in Alberta as.distinet from its entire operations 
in the three prairie provinces and no consolidation would be 
completo without the figures for that comany. Moreover 

I think the result of such a consolidation would be misleading. 

Again what benefit would be 
derived from adding the performance of Trimble to that of 
Becker when their operations are so dissimilar; not only 
that we have operators, we have marketers at least, who do 
not carry the distribution process to its normal conclusion. 
Wo have deliveries to farmer dealers for instance at rofinery 
depots; the truckor-dealer completes the operation and the 
complete pieture of the operation cannot be had in respect 
of those distributors without having the figures and the 
financial statements from the ene: cscicna yeas we 
do not have. 

I have choson, therefore, the 
method of selecting a representative and typical marketer and 
examining that marketerS’ wrformance in some detail and then 
relating that performance to the performance of the other 
marketers. Now in choosing a marketer who is typical it 
is necessary to select one who serves a wide area; a 
marketer who serves only a selected area, for instance the 
marketer Mr. Trimble, is not typical. It is also necessary 
to solect a marketer who has a normal proportion of volume 
of various products. We have at least one marketor who 
has a large proportion of lubricating oil business and that 
marketer for that reason is not typical. It seems also 
essential that the typical marketer have a sufficiently 


large volume to have a normal operation. 
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Now there arse several markoters 
who fit this classification. The North Star, for instance, 
is one. We have not sufficient detail of the operations of 
the North Star in the Provinee of Alberta to uss that company 
as a typical marketer. The Be Ae iS a typical marketer but 
unfortunately the British American was ina state of flux 
in connection with its supply during the year 1948 and there- 
fore, a complete picture from refining to ultimate distribution 
is not available for the British American. 

This loaves the imperial Oil as 
the only marketer in respect ‘to which we have suffieisent 
information to make a detaiied analysis, Imperial has the 
largest gallonage, serves in tho widest area and haS,I beliove, 
the most typical performance and I say "typical" in relation 
to the industry as a whole. Therefore, I have chosen tho 
Importal es the oxample of marketing as a whole ana will deal 
with that company in some detail and draw such comparisons 
as I find advisable with the operations of the other marketers. 

Q THE CHAIRMAN: You have given reasons for 
excluding the North Ster and the British American, what about 
the other two refineries. the tvo local. refineries? 

B I am speaking now, sir, of marketing,and the mark et ing 
departments of Gas and O11 Products and Lion Oils are not 
typical for two reasons; one is that they do not serve a 
wide area. at loast a sufficiently wido area to be typical 
of the province as a whole and secondly, thoy do not always 
carry the operation to its normal, notice i did not say 
proper, I say "normal" conclusion. Both of those companios 
deliver to trucker-dealers and much of the ultimate distrib- 


ution is done by people of that kind, whereas the normal 
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Fe Cottle 
operation is tn deliver to. customers, sither to farmers 
or to dealers. 
@ tae just tO have it on the record? 
4 Yese 
Q Very well? 
i L thought it would be important to attempt to relate the 


performance of imperial to the posted tank wagon prices at 
Calgary and I,,have gone to some trouble to that end. Tne 
price structure in Alberta, as has baon said several times 
pofors you, is Calgary plus freight, except in the southern 
part of the provines where the price structure is Goutts, 
which is half a cent isss than Calgary, plus froight from 
Coutts. With a price structures uf this kind 1% should be 
possibile to determine the neb back at the refinery from the 
Sales in the »rovinee and rolate that net back to posted 
prices in Calgary, for the reason that the price at Acms 
or any other point in the northern part of the provinse is 
Calgary plus froight and by deducting the freight amounts 
from the gross realization we should arrive at the Calgary 
posted tank wagon prices. oxecenot for the following things, 
much of the gallonsags does not move at posted tank wagon 
price; much of it is sold to dealers who enjoy one cent, 
enjoy a prico of one esnt Loss than tho posted price; 
therefore. the realization would nct be the full posted 
tank wagon prices to that extent. We also havo allowances 
in certain parts of tha province on Acto gasoline and that 
reduces the realization below the Calgary base prices. 

As I said, the price structure 
in the southern part of the provines is lower than Calgary plus 


freight, therefore the sales in that part of the province 
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would result in the realization being less than the 
basic Calgary posted tank wagone 

Q, MAJOR LIPSEIT: In the southern part, 
Mre Cottle, is the price a half a cent less than Soutts, 
plus freight from Coutts? 


A That is right. 


( Go to Page 14,446 ) 
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Cottle. 

Me FRAWLEY: vo I understand then Coutts 
is half a cent less than Calgary, and the Southern part 
is Coutts plus freight? 

The Calgary tank waggon price of @ Star Gasoline is 

16$ cents. The Coutts price for @ Star - well there is 
no posted price frr 6 Star because that product is not 
sold in Coutts. But Maple Leaf sell a comparable product 
in Coutts and the price is 16 cents, half a cent less 
than Calgary. New the pested price at any point in 

the fouthern part of the Province is Coutts plus freight 
or Calgary plus freight, whichever is lower. 

WRie COMNISSdONsK LIPSHT?: Is Coutts price half a aent 
less than Calgary? 

(eaymiess than Calgary, that is right. It is also 
necessary to move products from one bulk station to 
another where there is not sufficient tankage at certain 
bulkupoints hie involves’an 1.c.1. freight movement 

cr a cartage movement which is in excess of the tank 

car movement crom Calgary. And this is an element of 
freight wiich is not included in the freight differential 
over the Calgary tank waggon price. Then there are 
dealer cartage allowances for deliveries from an agency 
town to a dealer in a non-agency towne The normal rate 
Of commission paid by Imperial is & cents for delivery 
fo farmers and 1 cent for delivery to dealers in the 
agency town. Where a commiasion agent delivers tec 
dealers in a town where there is no Imperial agency 

that agent is given a cartage allowance of 1 cent per 
gallon and that is considered to be a freight item which 


is reducing the realization below the Calgary basic prices. 
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F. G. Cottle. 


Now I have obiained considerable information in this 
respect from the Imperial which has enabled me to prepare 
an exhibit which I now offer. 

Mie FRAWLEY: This is an exhibit, Imperial 
Oil Limited computation of the average sales value. 


DOCUMENT IN QUESTION I§ 
NOW MARKED LXHIBIT "652". 


TH CHATIOAN: | What is it called? 

MR. FRAWLEY: ~ It is called Imperial Oil 
Limited. Computation of the average sales value for the 
combined grades cof gasoline f.o-b, Calgary, based on 
198 gallcnage at prices in effect January 1, 1959. 

Q THE CHA IRAN : Who was the author of the 
document ? 

A I aGile 
MRe FRAWLUY; I spay Imperial Oil Limited 
because it has that title at the top. I do not know hcw 
Lt may be shortly described. It is a rather lcng title. 
THE CHa IkwAl: AVL wipht., If, you pus 
in anything that you. procured from the Imperial, dis~ 
tinguish between that and your own awthorship. 

A Yes, I will make that distinction Sir. The Imperial do 
not recerd each of their grades of gasoline separately. 
Their sales and freight for all grades of gasoline were 
entered in the one account. Well the sales are entered 
in one account and freight in another but there is only 
one set of accounts for all grades of gasoline. Therefore, 
from the financial statements of Imperial it is impossible 
to determine the realization or the freight from lithyl 
asp distimot from 6 Star and Acto, as all of the firm's 


actions are recorded in the one account. 
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MR. COMMISSION LIPSETT: Just so I understand this 
document. This document would give us the returns im 
the year 1939 on prices as at lst January, 1929, if the 
gé£allonage was the same as the 1988 gallunage? 

A Thay is right. This is not prepared from the Imperial’s 
accounts. I am merely making that explanation as to 
why I had to resort to the preparation of a statement 
of this’ Kind. 

Q This La vrour estinate of that? 

A That is right. I found sufficient information in the 
evidence, however, to enable me to very closely approx- 
imate the actual realization from these three grades of 
gasoline. The first Line or the exhibit <- what is the 
number by the way? 

MRe FRAWLEY: Exhibits *6ga". 

A Galionage of each product shown on Exhibit "652" was 

given by Mr. Halversen in Exhibit "615" on Page 1%. 

The gross value at Calgary tank waggon is 

Bimple computation of the gallonage of Esso at 19 cents, 
& Star at 165 cemts, and <Acto at 14 cents. You will 
cbserve that these three prices weighted by the volume 
o* each product gives the average price of 16.06 cents. 
Therefore, in Inperiai'’s case the posted prices average 
are 16.05 cents and that is the figure which should be 
kept in mind in thinking cf the separate figures of 

19 gents, 16% cents and 14 cents. 

The next Line I have shown the deduction of dealer 
disccunts. I obtained my information for this deduction 
from Page 10 of Exhibit "S15" where wr. Halvorsen estimates 
the percentage of the various products s0ld at undivided 


dealers' prices, which are 1 cent less than the posted 


eh8? sediments’ aetiey 3 elec. : 
8 ee ee Lyawtaeapeh e28P. 


et 3) SR eae ae tae og nbag 6° Bee (aaey ade 


a 
33 —_ 


226 snes ae ood aan cORBR rede Saw: sous: 


a ee 


Atietn oa aah nue : Lbaeeee $43 photoset: ES? iseght nantes” - 


ate. 25 qeokelit aries ae DS teaT 


ae Ln nes 3s gees be 3 ier he wa ete to mre site - 


> Loe <- 7 
fisy Hey 7R2eS- SF $e GOK ons meres ae 
ag “AF | SES 
~ > Spine  SOa 9 
angg ive Bea 29g JOTeUE t ate $8ho 
af axes gi ay SaerY Aer saliewenl ih 
’* 


— Yat taaSgeR Te a 
wePaRs Gh Most eee ant 
sontnrse Ca EAR ca 


T= 1-4 


Hen ten 


prices. He estirates 87% of Esso was sold at undivided 
dealers" prices, which would mean an average doaler 
discount of «87 cents, 87/100ths of a cent per gallon. 
On 3 Stay the discount is 724100ths of a cent, and in 

Acso it is 48/100ths of a cent, ov an average of 2/3rda 

of a cent a gallon. S80 that the actual wealization of 
Imperial as based on Mr. Halvorsen's estimate is 2/3 

of a cert less than the posted tankwagzgon prices due 

to two-thirds of the volume of sales veing sola to 
undivided dealers at 1 cent less than the posted tank waggon 
prices, f£ have deducted from Acto a figure of allowances, 
totalling ¢49,450-83. That figure I obtained from Page 

14 of Hxhibit "315" where Ur. Halvorsen estimates the sum 
total of the ailowances in the areas where the allowances 
were made. This-ftigure of allowances changes from time 

to time, but this is the sum of the allcwances giver in 

the year 1968. The next item is entitled freight from 
Galgary not insluded in tank waggon price at destinaticn. 
When sales were made at points South of approxinately 
Ghampion, there was a freight absorption because the 

tank waggon prices at points South of Champion were 

lower than Calgary plus freight, and as ali of the freight 
Was charged to Imperial’s freight account,, this meant 

in deducting this account from the gross realization we 
would naturally expect to arrive at a figure less than 

the posted tank waggon prices. That information is 
obtained on Page 12 of Bxhibit "6.5". The next item is 
Freight Expense in excess of Tank Car Rates totalling 
$31,835.87. On Page 15 of Exhibit "S15", Mr.Halvorsen 
shows a column for Transportation in Excess of Tank Car 


Rates: On February 16th, 1939, ir. Halvorsen gave me a 
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G. Cottle. 


schedule showing the compilation of those items. Now 

part of the items shown on Page 15 of Exhibit "315" 

is inter-station transfer commissions which were charged 

to the Commission Account, which forms ath of the 

marketing expense. The balance of the figure, Cartage 

or Freight, is included in the Freight Account end it is 
this item that I dealt with. I should, therefore, submit 
this statement, ftr the record. | 

Mr. FRAWLEY: Lt is a summary Transportation 
Cost in mxcess of Costs by Tank Car. 


DOCUMENT IN QUESTION IS NOW 
MARKLD HXHIBIT "656". 


The sum of the items I have now discussed, the items for 
deduction from the gross value, average 1-2 cents per 
gallon, reducing the initial figure of 16.04 to 14.83. 
MR. FRAWLEY; I may say there are no copies. 
There was just the cne sheet that Mr. Halvorsen gave to 
Mre Cottle. 

There are four other items, ,however, which affect my 
cstimate of what the actual realization may be expected 
to be. The first one is the dealer cartage to non-agency 
points. I obtained this figure from a letter wrich Mr- 
Halvorsen wrote to me dated October leth, 1959, wherein 
he states "That the total desler cartage on all products 
as above outlined that we puid in Alberta for the year 
1938 was 55,622.08." He goes on to say "That we feel 
that a safe approximation would be that the dealer 
Gartage on the above grades of gasoline would amount to 
ebout 80%." I have, therefore, taken 80% of the 
§55,622.08, amounting to approximatcly $44,500.00, and 


have shown that on Exhibit "662" as a deduction from the 
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realization from these three products. That is an item 

of marketing or distribution expense, but it has been 

put in the freight account by Imperial and therefore I 

have had to take cognizance of it on this statement, as 

Lan attempting to relate the posted tank prices with 
the actual realization of Imperial after deducting Imperial's 
freight.account.Their freight account is not considered 
by them to be their marketing expense. 

Q Mk. FRAWLEY: Lf that constitutes scme 
evidence outside of the record..... 

A Dow Jeo a 

Q, In one sense this may be regarded as ir, Cottle's working 
papers. At the same time it sShculd be made part of the 
record. 


LeTTik IN QULSTION Is NOW 
MALRKHD GXHIBIT "654". 


(Go to Page 14,452). 
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MR. FRAWLEY: That is the letter, perhaps 

I had better describe it, it is a Letter dated the 12th of 
October, 1939, from A. B. Halverson tn F. G. Cottle. 
WITNESS: Not all of the products were 
sold at either the posted tank wagon price or at the undivided 
dealer price because thers wero special price concessions to 
dealers amounting in ali to $8,834.50; the source of this 
information is Mr» Halverson's letter, Exhibit "654". 

There were also special allowances to non-agenecy dealors 
totalling in all {1400.00 and there were switching charges 
on the movement of gesoline from the refinery to the 
distributing station in Calgary which were charged into the 
freight account, amounting to ~919-45. 

Taking all of those factors 
into consideration I estimated therefore that the sales of 
Ethyl, Three Star and Acto at the posted tank wagon prices 
of 19 cents, 16% conts and 14 eonts respectively, should 
result ina realization at Calgary of 14-55 cents per gallon. 

Q Mr. Cottle, would you clear up the item of special allowaiices 
to non-agency dealors, the one of $1400.00, what kind of 


allowance should go there? 


A I wonder if Mr. Halverson would mind explaining the item? 

G MR. FRAWLEY: Yes, I am asking the question 
at Dr. Frey's suggestion. You have no moro information. 
MR. HALVERSON: At a number of points whers wo 


did not have agencios we havo ziven the dealer a half a cent 
on Acto and distillates'so that he can take care of the farm 
business. The dealer did not want to do it for the regular 
One cent that he gets as an undivided dealer and instead of 


putting in an ageney there we just gave the doaler a half a 
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cent on those products. 


MR. FRAWLEY: Thank you, Mr. Halverson. 
VITNESS: . Those are inland dualers. 
MR. HALVERSON: Wo, they are not. They are 


on the railways but thoy are non-agency points, not an inland 
Gealer. 
MR. FRAWLEY: Mr. Halverson, how does it 


actually got delivered, from what source? 


MR. HALVERSON: From the nearest agency. 

Q MR. FRAWLEY: Yeso 

A I now go to Exhibit "$26" which is a statemont of marketing - 
department incoms end expense; there was cn error made on 
this &xhibit howover. There was an error made on this 


statement and Mr. MeGrath has prepared a revised statement 
to be submitted in substituticn for Bxhibit "Sco". 

Q This really is a complete substitution for Hxhibit "326"? 
Theat is it. 

Q 1G pee B= ah iued "Marketing Department Income and xpense, 
Provinec of Alberta, Year 1938.", should it have a number 
related to Exhibit "S26" or just in its ordinary course? 
THE CHAIRMAN: It is an entiro substitution 
for Exhibit "S26"? 

MR. FRAWLEY: Yes, except that if you were 
looking for them, if it would have a certain place in tho 
Exhibit wumbers at '326", although that may not be important. 
WITNESS: It is exactly the same es 
Exhibit "326" with the exception of one item which was 
deducted, instead of being added, and then it changes tho 
totals at the bottom. 


THE CHAT RMA Ws: It might create a confusione 
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Tho evidences about Exhibit "326" is as Exhibit "326" was. 

MR. FRAWLEY: YeSe 

THE CHAIRMAN: Whatever this may disclose, 

I think the evidence should be around it so we will make it 
Bxhibit "655", What do you call it? 

MR. FRAWLEY: It is called, "Marketing Depart- 
ment Income and Hxpense for the Year 1938", 

Q THE CHAIRMAN: Now just a minute, in what 
respect, if ve can sey so in a few words, does this differ 
Prom Le uEpIat! "S26" % 

A £0 diiters to the oxtent of adding ---=- 

Q What is the correction? 

B The final result is perhaps tha hest way of describing it. 
Exhibit "326" shows the net profit after income taxes of 
(poll, 594.24; the Hxhibit which I offer in substitution shows 
a net profit after income taxes cf $389,080.89. The 
difference is duo entirely to one item entitled, "Less 
Refinery', "Less freight Ioco Naphtha 449,670.92". Now 
this Exhibit was prepared in some haste and inadvertontly the 
item of $49,670.92 was deducted from gross realization from 
gasoline instead of being added to the gross realizations, 
thus resulting in a’profit after income tax of 311,000.00 
odd instead of 389,000.00 odd. 

Q Otherwise the Exhibit is exactly the same? 

A 4ll othor items are the same except the grand total of total 
income which, instead of being $4,737,010.98 is {4,836,352.82 
and that changes the gross profit from 399,479.80 to 
y498,821.64 and results in a difference in the net profit 


which I have already indicated. 
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(STATEMENT PRODUCED HERE 
MARKED AS EXHIBIT "655". ) 
MR. FRAWLEY: Bie pies 
MR. HARVEE: Have you a copy, an extra 
copy? 


lem sorry, I have only the two copiss unloss Mr. McGrath 


brought some additional ones with him. 


MRe MCGRATH: .. No, ZI have no additional copies 
either. 
WITNESS s Exhibit "655" was prepared by 


Mr, MeGrath as the marketing spread statement. The purposs 
of the Exhibit was to isolate the marketing performance of 
Imperial from its complete operation. The mothod adopted 
was to charge the Marketing Department with the average 
jobber prices on all procucts solid by the Marketing Department 
and therefore this statement is a statemont of the performanes 
of the Marketing Department on the assumption that the 
Marketing Department paid the refinery the prices shown in 
Panipat 608" (c). mxnibit "S06" (c¢)°in “turneis ths 
refinery spread statement and this is the statement which 
Dre Brown referred to, so that Exhibit "655" is a statement 
of the performance of the marketing portion of Imperial Oil, 
based on the initial cost in line with the statement #xhibit 
"308" (¢),. which shows the performance of the Refining Depart- 
ment at specified prices, the same prices being used in each 
CESB. 

Now I have a lot of detail 
which resulted in Exhibit "655" and for the convenience of 
the Commissiion and Dr. Frey, I have prepared a number of 


schedules elaborating on wxhibit "655". 
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My first statement is one 
entitled "Analysis of Gross Rgalization of Marketing Sales 
F.0.Be Refining Point, Year 1938, Adjusted To Prices 
as at January 1, 1959." 

THE CHAIRMAN: Let me understand, Exhibit "655" 
is preparod by whom? 

By Mr. McGrath, 

All right, he bas prepared that. Now are you accepting it 

as correct? 

Yes, I am, and I am elaborating on it for the purposes of 
theso computations. 

These documents whieh you are now proposing to file are 
merely deductions or oxplanations of what can be found in 
Exhibit "655", which you accept? 

That is right. 

ALlorients 

MR. FRAWLEY: These aro two sheets by the way? 
That is right . 

THE CHATRMAN: I am sorry, Mre Cottle, I did 
not cetch what you said about the documents you are now offering: 
It is an analysis of gross realization of marketing sales f.e0O.be 
refining points, year 1938, adjusted to prices as of January 1, 
1959. I am sorry I have only three copies of oach of these. 
THE CHAIRMAW: Woll, what are we guoing to do 
about that, Mr. Frawley? I can understand the difficulty of 
getting out many statements but it is not of much value to 
Counsel, figures like these, unless they have copies of tho 
sheets. 

MR. FRAWLISY: I will get along without any and 

I will give this to Mr. Harvie. 


(DOCUMENT PRODUCED .ND 
MiRKED BXHIBIT "656". ) 
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MR. FRAWLEY: All right? 

Bxhibit "656" was prepared to show what Ceete realized 
from the sale of the various products. The second column 
shows the gross realization from oach of the products which 
it sold. This column is a record of the sales, some of 
whieh were at posted tank wagon prices, some of which were 
at one cent less than posted tank wagon prices. 


A 


MR. LESUBUR: Mr. Chairman, we do not wish to 
deprive you of your enpy of this statement. 

THE CHSIRMAN: Lt is) guite all right. Major 
Tipsett and I get along very well. | 
MR. HARVIE: Neither do we wish to deprive 
Mr, FrawLey of his but if we are to be of any assistance at 
ali we would like to follow it. 

WITNESS: I am sorry that I have no more 
copies. I had some difficulty getting what I have. 

MR. FRAWLEY: All, right? 

The column "gruss realization" of Exhibit "656" shows the 
amount realized from the sale of all products during the year 
1938 by Imperial Oil. The total realization was $6,413,520.81, 
of which $3,913,253.65 was realized from the sale of all grades 
of gasoline. I should correct a statement, that this was 
the amount realized, because an adjustment was made as you 
will observe from the second line of 80,990.35. Mr. McGrath 
explained this item in detail in his initial presentation. 
This adjustment was made because of a price change in June of 
1938 and in order to arrive at a statement which reflected the 
performance of current tank wagon prices it was necessary to 
reduce the realization on the various products at the higher 


priees for the first six months of the year, 1958; therefore, 
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I should say that this statement reflects what the realization 
would have been in the year 1938 had the price ‘in effect at the 
close of the year been in effect for the entire year. Subjoct 
to that one qualification these Exhibits reflect what did 
happen in 1938. 

You will observe in the gasoline 
section of this Exhibit that the gross realization from gasolino 
was 17.79 cents; that gasoline originated from tho Calgary 
Refinery. There were sales of produe¢ts coming from othor 
refineries. 

MAJOR LIPSET?: Where we do get that figure? 

On the gasoline section of the statement on the first pago. 
Yes? 

17.79 cents. 

That is from the Calgary Refinery? 

Yes It is the realization of Calgary Refinery gasoline and 
was 17.79 cents. Gasoline was sold in Alherta however that 
originated at points othor than Calgary. The nuxt iten, 
"other refineries" realized 31.63 cents. I should explain 
that high realization by telling you that most of the gasoline 
coming from other refineries originated from Ioco and that 
product is aviation gasoline which of course commands a much 
higher price. The average of all gesoline sold in the 
provinco wes 18.33 cents. 

MAJOR LIPSETT: Mr. Cottle, excuse me for 
interrup ting vou. is there any aviation gasoline mado in 
Calgary at all then? 

No, sir. | 

The next column of "freight", 
you will observe an adjustment on the second line of 


449,670.92, that is the item which catisod the error on the 
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original &xhibit. The average freight on gasoline sold 
from Calgary, originating from the Calgary Refinery, was 
ded Cents. Now this freight item ineludes more than the 
tank car freight from Calgary. It ineludes items such as 
inter-station transfers and dealor cartage to non-agency 
points and the small item of a switching charge from 
Calgarye Deducting the freight from the gross realization 
we arrive at tho value at the refinszry of 14.49 cents. 

Now if you will refer to 
Bxhibit "652" you will see that my estimate of that realiza- 
tion is 14.55 cents. Therofore, I am satisfied that 14.49 
cents is the amount that could be expected to be realized 
from the sale of Bsso, Three Stai and Jjeto, in the proportions 
in which Imperial sold them at Calgary tank wagon prices, 
making the nocessary adjustments for dealer discounts and 
freights to southern Alberta, inter-station transfers and 
dealer cartage. 

Now my purpose in [fr oparing 
Bxhibit "652" is to relate the actual posted tank wagon 
prices to this Exhibit "656", whieh in turn is an exposition 
Ol BxnIDiIty "GOO". 
MR. FRAYLEY: It shows 14.49 cents? 
14.49 cents is tho amount realized by Imperial f.o.b. tho 
refinery at Calgary. 
MAJOR LIPSETT: Ma As against your estimate of 
14.55 cents? 
That is right, and that is after paying cartage for deliverios 
to non-agency points and other items which are included, which 


are treated as freight and those items treated in this way 
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do not appear in the marketing expenses or in the freight 
account. 

That is the net return to the refinery, Mr. Cottle? 

Not to the refinery« That is the net velue of the sales 
after deducting freight, that is the velue at Celgary, 

the gross values, and from that must be deducted the marketing 
expenses and the profits to find out what the products 

Bought at the refinery. 


A 


MR. FRAWLEY: What would you call that, the 
net value of the sales where? 
I would call it the gross value of the sales f.o.be Calgary 
and my only reason for treating it in this way, of making 
the f.0.b. Calgary realization, is because the marketing 
structure is based on Calgary plus froight. 
You are working it baek as it were to one huge warehouse 
at Salgary? 
That is right; in order to determine the actual spread per 
gallon. Uniform spread per gallon oxclusive of freight. 

| Now the net realization, at 
least the gross realization after deducting freight on all 
products, was }5,183,000.00, of which gasoline represents 
33,140,000.00 and the avorage value of sll gasoline sold 
in Alberta by Imperial was 14.71 cents and the average value 
of gasoline sold in Alberta by Imperial whieh originated from 
the Calgary refinery, is 14.49 centse 

I need not deal in detail with 

the other items. They are self-explanatory. 
MAJOR LIPSETT: where do you get that five 


million that you mentioned? 
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It is the total of the second column. These two sheets should 
be considered as onc. 

I now offer a statement which I 
prepared entitled “Analysis of Costs and Marketing Sales F.0.B. 
Refining Point, Year 1938, Adjusted to Roa, Calgary Refinery 
Products, at prices to the Jobbers as of January 1, 19396" 
These two sheets? 
That has two sheets, ves. 


(DOCUMENT PRODUCED HERE MARKED 
SS BXHIBIT "657",) 


WITNESS: Now Bxhibit "656" is a statement 
of what Imperial got for the products which it solde HExhibit 
"607" is ga computation of what those products cost, exclusive 
or marketing expenses. . 

The first column on this sm ot 
shows the cost of thos products. You will observe, if you 
look at the gasoline section, that the 20,477,793 gallons of 
gasoline from the Calgary Ref inery are costod at 8.66 esnts 
por gallcne This figure of 8.66 is the value used on 
Exhibit "308" (c) which is the refinery spread statement and 
on the basis of this velue the costs then spread is computed 
for the refinery so. that Bxhibit "657" carriss on with the 


product's values used for the refinery spread statement. 


(Go to Page 14,462) . 
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There is an item of stock losses, 238,987 gallons. 

That is the cvaporation loss or the difference between 
the volume uf gasoline delivered to the marketing 
department and the gallunage of gasoline sold by the 
marketing department and this volume I have costed at 
8.66 cents. so that the refinery cost of the gasoline 
sold is increased by this stock loss from 8.66 cents to 
8.76 cents per gallon. The ecst I have used for the 
other refiner ies, Coutts tankage, and outside purchases, 
are the costs that were in the records of the company. 
for instance, lubricating oils and greases, and) wax, 
candles, vacuum oils, the figures used in the cost at 

Gie rerinery on Exhibit "657" are whet the Imperial 
computed those costs to be for this Provincial statement 
lor #iberta. I have not attempted to find a comparable 
jobber price as wo have in the Calgary refinery. To the 
cost at the refinery I have added the sales tax totalling, 
im Tespect of the Uadeary easoline,.17 cents perm ealiton, 
and packages, .02 cents per gallon, thus arriving at a 
total cost of gasoline at the Calgary refinery of 9.49 
cents per gallon and for all gasoline of 9.59 cents per 


gallon. The total cost of all of the products solid 


, iB computed to be €3,668)5972.37. I will not dwell with 


the other items on Exhibit "657". i now offer a statement 
entitled "Analysis of Marketing Spread on Products Sold, . 
Year 1939." Based on the prices as at January 1, 1989. 


(DOCUMENT IN QUSSTION IS NOW 
MARKED EXHIBIT "658". ) 


MR... COMMISSIONER, LIPSETL:, vrs, Copthe,, the cost, d. take it, 
at the refinery is 9.59 cents per gallon over all prodw ts? 


For all gasoline, yes, as against a realization on all 
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gasoline at 14.71 on Exhibit "656". That will become very 
clear to you in the Exhibit Iam now offcring. 
THe VHATRMAN: ! thought it was 14.49? 
That is the realization on the gasoline that was manufactured 
at the Calgary refinery but the company sold some gasoline 
coming from Ioco and, perhaps, some coming from Regina. 
On Exhibit "658" is a statement of the spread between 
realizations and the costs which were shown on Exhibit "656" 
and Exhibit. "657". It Ys merely -ansuumery of ihe fine) 
column on each of thn Exhibits "656" and "657", and a 
computation of the difference between them. The questions 
you are now asking are displayed in the gasoline section 
of Exhibit "658" where you will observe that the marketing 
Spread between cost and value of the gasoline originating 
from the Calgary refinery is an even 5 cents, being the 
difference between the realization of 14.49 and the cost 
Cie seo 
MR. COMMISSIONER LIPSETT: sust a moment. Those are two 
other figures you are giving us now, making a difference of 


5 cents’? 


You are dealing with the Calgary refinery now only? 


Yes. 


As far as the Calgary refinery is concerned the spread is 


4 eents as against something more on th general run? 

The spread on the gasoline from the Calgary refinery is 

5 cents,whereas the spread on all gasolinesg is 5.12 cents, 
being the difference of the value of 14.71 cents and the 
cost of 9.59 cents. The total spread on all gasoline 
marketed by the Imperial Oil on this basis of computa tion 


was %1,093,265.80. The spread from the sale of all products 
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in the Province of Alberta was $1,520,516.44. Now, it is 
interesting to observe how important the sales of lubricating 
oils, greases and miscellaneous merchandise are in this 
picture, and I wish to emphasize that i't is impossible, to 
remove any one of these products Coons total operation. 

We must look at the total picture. Dr. Frey emphasized 

that fact in his testimony yesterday. Now, as I said, 

the. total, spread or the total gross UrOTLY Lrom Gis 
marketing Gperation was $1,500,000.00. Ve will now see 


how much it costs to do that amount of business. t offer 


a statement entitled "Imperial Oil Limited Marketing 


Expenses, Year 1938." 
MR. FRAWLEY: Te this yours or tieirs? 
This.is mine. 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "GS59".)} 


Mee informetion contained on this Exhibit. was obtained 

from Exhibits "S00" and "S01", which are statements of 
marketing costs prepared by the company. The classification 
of those expenses on this Exhibit "659" is my om. JI wanted 
to condense the marketing cost information and thought it 
wise. to segregate the physical handling cost from the 
service station and dealer expenses and that is the chicf 
reason for preparing Exhibit "659". The total expense other 
than income tax is $1,021,694.80. Of that total amount 

the physical handling expense, including warehouse, delivery 
to bulk stations and barrels is $574,674.70, of which the: 
chief item is commissions cof $335,884.41. The next item 
shown is service stations, $53,193.23. In connection with 
this item I have prepared three additional schedules, which 


analyze the items of taxes, light, rent paid and rent 
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F. G. Cottle. 
received, and shows the investment and the gallonage at 
each of the service stations included in this Pion 
I, therefore, offer three Exhibits which may be treated 
as one. They are all entitled "Company owned service 
station expense." The first sheet deals with service 
stations outside Calgary and Edmonton. The second deals 
with Edmonton service stations and the third with the 
Calgary service stations. 


& 


(DOCUMENTS IN QUESTION ARE 
NOW MARKED EXHIBIT "660".) 


MR. FRAWLEY: Three sheets? 

Three sheets for the Exhibit. Pir COU G MRes lise Lit 
separately but I think it preferable to make one Exhibit. 

THE CHAIRMAN : That is explanatory of Exhibit 

PG Oh? 

Yes. 

What is it explanatory of, service station and eee s expense? 
Tat is right. It is explanatory of the first item umier 
service station and dealer expense, namely, service stations. 
The next item on Exhibit "659" is dealer expense. This 
includes such items as rent and light on three-party 

leases and cross-leases, ctc., and the rentals received. 

In explanation of these items I submit a statement entitled 
"Leased Service Stations and Controlled Outlet Expense." 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "661". ) 


The next classification ig “Idle Service Station and 

Other Property Expense". Now, by the word "idle" I mean 
property that igs not employed in the petroleum distribution 
Dusineds end In explenation of the item 2 orter « statement 
Sntitled "Idle Service Station and Other Property Expense." 


(DOCUMENT IN 2USSIION IS NOW 
.MARKED EXHIBIT "662", )} 
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< have prepared no other explanatory statements supporting 
Exhibit "655", although £ have the details’ for any: item 
that is on the statement if any information is desired 
concerning nen // Now, there is no accurate method of 
apportioning aie cost of marketing over the product 
marketed. ‘We know how much it costs to do the entire 
marketing joh of all products that are marketed, but there 
1g nO 6¥act method of finding out how mach any one of 
those products costs to market. The Imperial employed 

a method of apportionment of marketing expenses, which is 
merely an apportionment on the basis .of the value of the 
progucts sold. Lun not say the method is wrong. I ao 
not think any ne thod is right 


7, 


significant to Imperial but be that as it may they have 


me method is, perhaps, 


aN 


made an apportionment and I offer an Exhibit which shows 
the manner in which the Imperial have apportioned the 
marketing expense to the various products. This is 


"An Analysis of Distribution in Marketing Expenses, Year 


oo. 
(DOCUMENT IN QUESTION SB NOW 
MARKED EXHIBIT 663" 2) 

THE CHAIRMAN: This is your own analysis? 


This 18 an analysis whieh I made on the Imperial records 
from information supplied to me by the Imperial. The 

total marketing expense is ‘1,021,694.80. You will 

observe that Imperial have charged of that total 

$731,727.85 to gasoline. This amounts to 3.43 cents per 
Imperiaieceilonsef gasoline. Now, Ido mot thinkuit 

proper to say that the cost of marketing easoline by 

reason of this “xhibit was 3.44 cents. It may be reasonable 
to consider that of the total marketing expense an amount 


sufficient to represent 4.43 cents may be considered to be 
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Y/ 


& proper charge for marketing // But no conelusions can be 
made which are very definite, for the reason that we simply 
do not know how much it costs to market any one of the 
products. That is quite understandable when the company 
markets miscellaneous merchandise, pumps and greases and 
Lubricating .o1ls and. tires, .@ll in, conjunction with the 
marketing of gasoline and other motor fuels. There -is- ho 
SGererationsay any one place of any one-product. The 
warehouses all carry all the products and even tank waggons, 
wouem they are delivering easoline carry lubricating oils 
gud wereases, andvas iosey, it 1s impossible to, come tovany 
definite conclusion on the basis of this distribution, 

TI have merely submitted the Exhibit to snow what exodus 
on the books. of Imperial. 

MR. NCLAN; JUSL pelore you go ion. Ttyaea 
fact that this distribution of marketing expense as done 
by the Imperial is after the deduction of sales tax and 
freight, from that amount realized from the sale of the 
products? 

Poet, oan eon, t 

MR. LesueurR: The Toe Value Bt tie se imei 
and, nob the. vali at destination? 

Theta Lear dent. It makes it, in my opinion, no more or 
no less accurate than if you take the gross. That is 
merely the logical carrying out.of the sales Ten seanion 
method. I now offer a statement entitled "Analysis of 
Marketing and Income Costs and Profits on Products, 

Year L168. Bapeds on. Prices 56 8% January 1s 1959 . 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "664". ) 
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P.. G. Uottle. 
Now, on Exhibit "664" T have taken the marketing spread 
computed on Exhibit "653" on each of the products, and 

I have taken the Imperial'’s apportionment of the marketing 
costs shown on Exhibit "663" and deducted the marketing 
e6ets {rom the marketing Spread, giving a result figure, 
being profit before income tax. The total marketing spread 
On all productswas one million, five hundred and twenty 
thousand odd dollars, and the marketing costs were 
$1,021,000.00, ziving a profit before the deduction of 
income tax of $498,821.00. Of these totals gasoline 
accounted for a spread which is definite of ($1,093,000.00 
and to this product the Imperial have charged $731,000.00 
of the total marketing costs of $1,021,000.00, resulting 
in a profit on the Imperial's basis of $361,000.00 on 
gasoline.) Now,, the profit on gasoline depends, of course, 
on the apportionment of the marketing costs to gasoline. 

so that when we are’ considering the profit on gasoline 

to be $361,000.00, we can only say that is the profit on 
gascline, when the profit on the ether products is what it is. 
The sprofit’ On any» single product cannot be said to be 

the profit except on the basis that the profit arrived 

at in the same calculation is also the profit for the 

other proiucts. 

MR. COMMISSIONGR LIPSETT: wo you accept this as a 
reasonable - the best method of accounting, Mr. Cottle, 
OLedowvou-sugeesl any etter method. of erriving at the 
profit on the various items? 

In my Opinion this is as reasonable a method of getting 
awn e Ligure as irs vosatble. I do not say though t hat 
the’ result is one which can be used for the basis of 


forming a judgment as to how much money is made on gasoline. 
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F. G. Oottle. 
Thi t simply ig not known. ‘The facts are that the marketing 
spread is $1,520,000.00. Now, we can be quite certain of 
that marketing expense and we can be quite certain of how 
much of that spread is derived from gasoline. 
Yes? 
The only other thing we are certain of is» that otir 
marketing cost is $1,021,000.00 and, therefore, the only 
conclusion.we can arrive at is that our total: profit is 
$498,000.00. 
i Suppose it might be put in’favour of the company that 
iMeviey were NOUlrandl ing these other products: the cost) 
Of distributing -zasoiine would be higher or the-profivs 
would have to be less? 
Thateis 4a logical eonélusion. Unless, ol “course, ane 
other products, in fact, did cost ag much more than the 
Marketing WOULGd cost if p hey “were not handled, asvis 
Tesli Zed som Chen. Hor instance, ine realizationeirom 
Marvelube, the marketing spread at least on Marvelube 
is niuo,000.00. It, ime fact; it cost $103,000; 00ste 
handle Marvelube, which would not be the case if Marvelube 
were not handied, that would alter the situation. I think 
it reasonable to assume, however, that the eee derived 
from the sale of these miscellaneous products contributed 
in; No "Snell measure wo the total prorit enjoyed by the 
distributors. Now, the $498,000.00, gross profit before 
income tax, is the figure shown on Exhibit "655", which 
Cee tt SupSstAbhtloOn tor Exhipit Meco". The profit 
before income tax was 4498, 821.64 On Exhibit "655". 
The income tax is 22% of the total profit, which amounts 


to $109,740.75. Therefore, the nett profit in the year 1938 
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F. G. Cottle. 
was $389,080.89. 
That is after income tax? 
THE CHAIRMAN: . After income tax? 
Yeo. ebiusr income tax. 
MR. FRAWLEY: Wheto othe Ligure again; wr. 
Cottle? 
$389 ,080.89. 
MR. COMMISS LONER LIPStTt:. That imecome tax 2S. the 
corporation tax of 22347 
Nore it 2s the Dominion and, Provincial was on wee cme. 
Income tax totalling 22%. 
THE CHAIRMAN; Are those all the statements 
VOU are Duta i ne ine 
No, i just----yes, those are ail the statements I am 
putting in at this particular stage. 
Have you put together the data we have that shows assuming 
they do make that profit on marketing, do you sometime 
eavher it up and show, heaving regard to the various profits 
they make in the various departments what is the return on 
the capital they have got invested? 
That is exactly what I “come ath 
Alle rien b. 
That is the next step. 


BLL Lent, We Willetake a short pause pefore that step. 


(at this stage there was a short recess.) 
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Fe. G.- Cattle 


We left orf by coming back to Exhibit "655" which shows 
a profit of $389,080.89. I shall now relate that to 
the capital employed in the marketing phase of Imperial's 


operations. 


The capital employed as 
shown on fixhibit "580", which shows the investment in 


service stations of, a depreciated investment of 


Spl tee O0s. ote 

Q MRe FRAWLEY: You have Exhibit "580" 
there? 

A Yes. 

Q What is that figure again? 


A ol,192,785.59; the balance of the investment in fixed 
assets consists of main and sub-stations, steel barrels, 
motor equipment, leaned vendor's equipment, agent's 
loaned vehicle tanks, dealers? identification signs, 
office furniture and other items, totalling $957,650.07, 
making a total of depreciated investment in fixed as- 
sets of $2,190,435.66; other capital employed totals 
pl,491,199.27. In connection with that item Mr. 
Halverson supplied me with details of other capital 
employed and I offer the statement which he supplied 


me with. I am sorry I have only two copies of it. 


(STATEMENT PRUDUCED HERE 
MARKED AS EXHIBIT "665") 


WITNESS: The other capital employed 
may be referred to as working capital and it consists of 
the following main itemS: cash apprcximately 420,000; 


trace accounts and bills receivable $565,000; other accounts 
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rsceivable ©10,000; inventory $968,000; totalling 
&1,564,000; less accounts payable and accrued taxes 
totalling $230,000, leaving a net figure fer current 
assets of 1,344,000; to which has been added an item 
for depreciated accounts receivable, mortgaves and 
miscellaneous loans and advances, totalling $147,000. 
This item includes, by the way, the deferred farm loans, 
miscellaneous investments, gll6; deferred and prepaid 
charges, Seon as deposits anc prepaid insurance, rentals 
ate, £9200, making a total of 41,491,199.27 as shown on 
Exhibit "580". That brings the total capital employed , 
exclusive of unused property, to $3,681,634.93. 

Phe investment in unused 
property+2--= 

Q, MALOR LIPSERT: Will you repeat that again? 
A $5 ,681L,654.93. 

The investment in unused 
properties totals $264,111.48, making a grand total of 
SO2944 974644 1.6 

Now Mr. Halverson on page 
25 of Exhibit "314" made this statement; 

"Our total investment in these sites is 
"5264,111.48. We are not including this invest- 
Yment in our total capital employed in market- 
Ving operations in Alberta, on which we are cn= 
"titled tc expect a return." 

Therefore in computing the 
return on investment I am leaving out the unused prop- 
erties and dealing with the figure y3,681,654.93. Now 


the profit on Exhibit "655" as I said was $389,080.89. 
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This amount in relation to the total capital employed of 
63,681,000 odd represents a return on investment of 
1LO.5%, approximately. Dr. Brown in dealing with the 
refinery side, he thought a reasonable rate of return for 
a refining operation was .&% on working capital and 15% 
on <tixed assets. For your information I have computed 
his casis ctf return on capital on the basis of the in- 
vestment in the marketing Givision. There may be no 
reason for assuming that this is Dr. Brown's basis for 
marketing. He did not express any such basis. I merely 
am computing it for interest. The 6% on the working 
capital would amount to $89,000 odd; 15% on the other 
properties, the other assets, of $997,000 would be 

era? -O00 odd and 15% on service station investment would 
amount to ¢179,000 odd, totalling §418,000 which is 
slightly in excess of the actual profits enjoyed. 

I have made another com- 
putation of the rate, changes in total profits, to 
Ghanges in prices of gasoline merely to give a bsis for 
any calculation you choose to make. I have made this 
computation on the basis of Esso and Three=Star Gesoline. 
I rave not ineluded Acto for the season that there is 
now a substantial spread between Three-Star anu Acto 
and perhaps we can leave it out of our calculations; in 
any case the total volume of ssc was 26,999,000 gallons 
and Three~Star 10,276,000 gallons. Now if the price of 
those two products were changed up or down it would make 
a difference, for a 1 cent change, of $162,756.75, from 


which must be deducted income taxes of $29,206.49, leav- 
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Sng a profit: of 103,550.26. 

If the price was changed 
downward to the extent of 1 cent on leaded-gasolines 
the profit would be reduced tc »285,000, reducing the 
return on investment to 7.7%, from 10.5 to 7.7; there~ 
fore a change of 1 cent on leaded gasolines represents 
a change of rate of return of the difference vetween 
TOSS and 7.7 or 2.8% on the sapital employed. 

Q mAJOR LIPSEHTT: When you say “leaded 
gasolines", are you speaking of both Esso and Three- 
Star? 

ze Yes. I can compute them separately if you wish. 

Q Oh no? 

2 I have prepared three other statements relating to the 


refinery operation for the purpose of tying. in the 
refinery operation with the marketing. This was done 
by tir. MeGrath on Exhibit "308" and I have prepared a 
statement very similar to iHxhivit "S08", containing a 
few columns which Exhibit "S08" dces not contain and 
L offer "Refinery Spread Statement, year 1958", it is the 
Same as iire MeGrath'’s except that I have Shown the value 
of the various products derived from the crude oil in 


terms of a barrel of crude oil. 


(STAT AiRNT PRODUCED HERR 
MARKED AS EXHIBIT “o66") 
THE C HATHKMAN: This might be called. 
WRe BRAWLE Y: "Refinery Spread Statement, 


year 1968", 


WITNESS; I do not propose to deal 
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with the Exhibit. I am merely offering it in case it 
Serves a value at a later time. 
MAJOR LIPSETT: What do you say the dadif- 
ference between this and "408" is, Mre Cottle? 
Merely in the various columns which I hive used. Fer 
instance I show that out of a barrel of crude oil 
gasoline ee eesins 1.66 and refined oil 10 cents, asphalt 
12.52 cents, ete 

L offer a statement 
“Calgary Refinery Computation of iianufacturing Cost of 
Finished Froducts ijanufactured During 1938". Now the 
basis for this statement is Exhibit "308" and Exhibit 
"666", which I have just filed, and I have attempted 
here tc determine the coat of the various products der=- 
ived from the refining of the crude oil on the basis 
known 43 the “sales realization method of k 
apportioning joint costa". 

(STATEMENT PRODUCED HERE 

MARKKBD AS EXHIBIT 667"). 


(Page 14,476 follows) 
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I heve made this computation merely for statistical 


purposes becsuse as Dr. Brown has pointed out, it is 


- impossible to determine the actual cost of refining a 


gallen of gasoline. All that we know is whet crude 

oil costs and what the manufacturing costs and what 

we get for the product. <Any attempt to determine the 

cost of any one product is merely an arbitrary method 

of apportioning the cost and the amount thet is apportioned 
to any one product is accurate only when you ultimately 
accept the amount thet is apportioned to all of the other 
products. .Howéven,, ly thought it would be of interest to 
make this computetion with that well known method and 

thet is why I submit this exhibit. bg 
THE. CHAITRMLN: Well Mr. Cottle you know 

no doubt thet the seles reelizetion method has been the 
subject of much discussion and in some places of bitter 
atteck. what are your views about thet as to the propricty 
of adopting it; whether or not there is any better method 
for the purpose or as to whether that is the one that will 
best serve to give the information thet you seek? 

Well in my opinion no method will serve the purposes that 
some people have in mind in determining costs. The sales 
realization method in my opinion is a reasonable method 
for one to use who reelizes what is involved in that 
computation. There is no method of determining accurately 
the cost of gasoline. This method serves e useful purpose 
however in the valuetion of inventory and peveuat other 
matters of that kind. But that is the only age cake 
thet it does serve and there is no method any better for 
that purpose. There is no method thet is useful at all 
for the ordinary person's method of determining sean 


what this thing costs. It cannot be done. However, the 
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method is useful to these in the trade who realize what 
the implications of the method are but it is not useful 
to one who merely wants to know a final figure of the 
cost of gasoline, 

MR. FRAWLEY: Whet dnes that person do? 
Well thet person when he is told what the cost is, well 
thet is the cost end that is the end of it. there are so 
many Qualifications to the result that the average person 
does not unceretend,that the,figure.is,of no use to him 
and he is liable to be led to serious “rror if he deels 
with eae figure arrived at in that way. 

THE CHAIRMAN: Well To-be, conereie,) an 

the investigation in British Columbia the sales realization 
method wes discarded was it not? 

Yes 1. believe jit-—was. 

And what wae substitutec for it? 

If I am right the MacDonald Commission substituted a method 
which was to divide the totel cost of all products by the 
totel gallonage and arrive et a cost per gallon, which as 
I recall it resulted in gesoline costing the same amount 
esvall of the other products. 1 am not too sure of my 
ground there but it was some such method thet was adoptad. 
If that be the method what is your accountancy criticism 
Ci Pt? 

My accountancy criticism of it is that no method gives 
the cost. As a matter of interpretation I say that that 
method ignores the fact that each of these products has 

a different value and thet in determining the cost of 
bunker fuel, it is just as foolish to say that the bunker 
fuel costs as much as the gasoline as it is to say that 
in the lumbering business sawdust costs as much as the 


finished lumber, In other words there is no reality in 
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the method. And the only thing thet makes the sales 
realization method reasonable is that it recegnizes 

the important fact that different products heve dif- 
ferent values. 

MR. PFPRAWLEY: Then there is a different 
cost as you go maybe from Province to Province or from 
country to country? 

Oh yes. 

Although the same amount of man power may be expended 
precisely in ell of these verious hypothetical areas 

but if you arrive at different costs on the sales real- 
ization method because in one kerosene or coal oil might 
be the thing that had ths greater value, owing to the 
Stege"ot Civilization in thet erea, or in another gesoline 
was the thing that had the high value? 

Thet is quite right. . The economics of the two operators 
in those two different ereas that you mentioned are dif- 
ferent by reason of the difference in the value of -the 
product and the sales realization expresses in terms of 
16 Various products the eitect of that difference in’ ce- 
cnomics. I can give you an example. The sales realization 
method wes discussed at some length before the Tariff 
Board and it was a question whether the method was useful 
for the purpose of determining the cost on which the 
industry required protection. Having that in mind let us 
consi der the position of the two refiners close to hand. 
One sey at Kevin-or Sunburst and another at Coutts. Now 
the refinery at Kevin or Sunburst has a reasonably good 
market for his bottoms, Which are necessarily the result 
of the refining process. Whether the refiner likes it or 
whether he does not he must get bottoms. The more money 


he can get for his bottoms the more profit he is going to 
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make or the more competitive advantage he has to exercise 

in reducing his prices of gasoline. The refiner in Coutts 
is not in that happy position becsuse there is a very poor 
market for bottoms et Coutts and unless he is able to 

crack his bottoms very intensively, which of course is more 
costly than not cracking them as intensively, he has to 

sell his bottoms by sbipping them across the line to sell 

in the seme market that the person in Sunburst has to sel 
at end there is*a duty of 4¢ per gallon on the bottoms. 

Now clearly all other things being eyual the chap in Coutts 
if ne 25 S01ne VOrmake tne Same prorit as the chap in Sun 
burst must be eble to ‘eet mors for his other products ‘in 
order GO make Up Tor the deficiency of that rad on His bottoms. 
Now the sales reelization method of apportioning costs of 
these two respective refiners would result in putting more 
cost on the gasoline end less on the bottoms for the fellow 
at Coutts end would, in my opinion, indicate the extent 

to which the refiner at Coutts must get more for his gasoline 
than the refiner at Sunburst, ‘So tust the method recognizes 
fe the reality of that economic situstion and is a method 

or interpretetion which is in my:opinion useful. 

Wheneas tre refiner at Sunburst might have exactly the same 
operetion? 

Everything else might be exactly equal. 

Exectly equal, the same kind of se refinery, the same man 
power and everything the same; paying the came wages? 
Tats Fisht. 

But because se different market confronts the man at Coutts, 
nemely that he hes no Great Northern railway to sell to 

then he has e different cost? 


Yes and he in fact has a different cost as far as his 
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gasoline is concerned because he must get more for his 
gasoline or he is not going to make as much money as the 
other fellow. 

Q It does reach out into the market, and you must go out 
into the mserket and see what you have there before you 
can arrive at a significant. cost at the refinery? 

A That is right. ff wow 1e% us come to marketing. Here in 
Alberta we have one marketer in particular whose oper- 
ations are quite interesting, The Imperial sells a 
normal amount of lubricating oil and materials other 
than motor fuel . - For each gallon of gesoline that 
Imperial sells it derives a revenue from its other 
products which it seils jointly with eae: OT at orox- 
imately ls¢ per galicn of motor fuels, There is another 
marketer, however, whose seles of Lubricating oil ,amounts 
to about something around 1lO¢g per galion of motor fuel. 

Q That is the Great West Distributors? 

A No that is the McColl Frontenac, 

MR. COMMISSIONER LIPSETT: Around what? 

A Around 10¢ a gallon of gasoline. ¢Cbviously McColl Frentenac 
is se@élling an extre-ordinary proportion vr lubricating cils. 

Q ‘You mean 10%? 

No not 10%. For every gallon of gasoline that is solc 

tne WecolL Frontenac makes a gross profit of LO¢ on lubric- 
ating oils. Whereas Imperial which is normal makes a 

profit of only idt¢, the reason being that the proportion 

of lubricating oils that McCo.l Frontenec to sell. gssoline is 
very very high, unusually high. Now if McColl Frontenac 
compuves its cost of selling gasoline and appiies all 

of its costs to gesoline its cost.per géllon of gasoline 

is going to be. very high compared with Imperial. JBut 

it might. pe in no worse condition-because it receives 


@ very great revenue from lubricating oil , Therefore 
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any method of aprortionment of costs between the products 
handled by the two companies must recognize not only the 
volume but the greater value of the products sold. They 
are in a different type of business. 

Well Mr. Cottle I suppose the Government and the public 

in this province sere really interested in getting some 
recommendetion as to whether the present price of gasoline 
is right or too high or too low. Is there any intelligable 
method by whieh the question can be answered then? 

There is no method by which it can be answered if one must 
determine whet the cost of the individual: product is. It 
enrit answered if they even attempt to determine the cost 


of the various products, But in order to determine the 


7 ste of one product on any theory that you wish to adopt 


A 


Oo 


A 
Q 


you must first assume a static price for the others. we 
will know the price of all combined and we will know the 
prices of each one of them. Agsuming a given price for 
each one of the products other than gasoline we can then 
determine what the price of gasoline must be to give an 
overall profit of a:-certain amount, and that is Biemnees 
be done. You cennot segregate the products. You can ex- 
plore the effect of an increase or decrease of the price 
of any one of the products. 

Well on the basis of these various figures the spread on 
gasoline is less then on most, et least on e good many 
of the other products suck as lubricating oils? 

Much less than on lubricating oils, 

If you brought them all down to a common basis, that would 
put up the price of gasoline would it not? 

What would that basis be. 

Well to a common margin per gallon. 
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Well you could certainly do that. If it is dusired to have 
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the same amount of profit or the same amount of costs per 
gallon that can be accomplished, Thet does not mean that 
the fact is thet the cost ig the same per gellon. 

THE CHAIRMAN: You say that is unascertainable? 
That is unescertainable. 

Ane (het really all you are doing is aerbitrariiyvy Pixing unon 
@ method for the determination of proper inventories, which 
method is known es the seles realization method? 

That is the only real purpose it serves. 

MR. COMMISSIONZR LIPSETT: And arriving et the actual 
Peturi on Cue, Capite.. tl “suppose? 

Weil nO the capitel does not require eny apportioning 
beceuse tne return on capitel is the totel return on all 
products, in which ease there is no apportionment required. 
Tievresuit, OF Cas metiod es far as refining is\.conecerned 

is thet the costs are determined in such @ way as to show 


and 


io) 


some percentage of profits on the value of the sales 
the reason it. is useful for inventcry purposes is that if 

you do not values your inventories at a cost which gives 
geuniform percentage of profit on sales then in computing 

the performence of one year as compared with another, where 
there is an exceptional shift in the volume of the inventories 
of the respective products, you will show an excessive profit 
in One yeer end @ very very smell profit in another year, 
Orsi .6¢ct 2 uose in the other yeor. Livis quite possible 

if wou GVelue Ssllayour products at the seme amount per 


gallon that that could héeppen. 


ae FRAWLEY: Mr, Cottle, if a man stopped 


you on the street and said, “ Well Mr, Gottle you have 
spent some time investigating this Industry now can you 


tell me whether the price of. gasoline in Celgsry is too 
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high or not?*® IT teke it you would then say, "Well you and 

T will have to egres on some basis. Is thet what you 

would) hevetto. ‘say to him or-could you tell him right-off 
hand? 

Well whet do you mean by some basis. 

Well you end he would have to agree on the seles realization 
basis of the cost of gasoline? 


1 


To determine whether the price is reesonable. 


yes" : 

No I would not be concerned with the cost as to whether 
or not the price is reasoneble. Thet is the cost of gasoline. 
T would be concerned with whether or not in the total Ooper- 
ation the profit is reasonebls and then I would be concerned 
WLltin Whether or not’ one product ts unduly hageh in relation to 
another. Now you- have to define your product. If you want 
mevto give ow senples for instence, 1 do not: ‘know of any 
mehtod for determining whsthsr the price of gasoline is too 
Hieron ihelatiom to «the price of lupricating.obl or vice 
versa. J know thet my personel opinion is that I would 
retin pey ia little: bitvwextva mores ubricatine old and get 
hieticoduictthnet [ buy most of mora cheeply. Thet is the 
only kind of reesoning I could use in determining whether 

one wag too high in relation to the other. 

THE CHAIRMAN: It comes to, as I eppreciate 

the witness’ Sevidence ste theynpeat point; Can iti be said 

fiat “there Tsihere undue. om ‘excess profits; cell them 

whet you will, that they ere so greet as to call for some 
intervention with regard to them, and if one had both the 
power end inclinetion to intervene you then would heve to 


arbit:arily allocate the totel amount of the reduction 
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amongst the various products in respect of which it 

was intended to reduce? 

Yes on an arbitrary SER n gt 

MR. COVMISSIONZIR LIPSETT: Does the net result come 

to this then that one should say that in an industry 

such as the motor industry thet a certain rate of return 
would be approximetely correct and fix that, and secondly 
say that the amount of capitsl may be either excessive 

or right, the capital ey ee would your whole 
Inquiry boil down to this (1) whether the amount of 

capital on which the return was made was.correct and 
secondly what was the correct return on that capital? 

Yes it would largely boil just down to that I should 

think. JI mean if it is a question of whether prices 

are too high or-net from the point of view of whether 

they are meking too much money or not well then of course 
you are concerned with what the investment is. 

Apparently one is unable to determine what the cost of 

any particular one of these articles is or what the selling 
Gost of it is or what the actual proportion of the profits is 
it contributes? 

Theat is quite rieni.. You. cannot determine that acctrately 
nor can you determine the cost of selling gasoline in a 
Service etetacon. in factoat you start with the oil in the 
ground, if sufficient facts were known we could determine 
what the cost of producing crude oil is. The reason we 
cannot determine that accurately is we have not sufficient 
information. When we come to the refinery we cannot deter- 
mine whet one product costs. when we come to wholesale 
marketing we cennot determine what it costs to market any 


one product. When we come to the service station we cannot 
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tell what it costs to sell gésqoline.at the service 
stetion. 

MR. FRAWLGY: If e person was looking 
eround for a good industry to investigate to take up 
his Spare time or for something to do he would not 
pick on the Petroleum Industry? 

No I would say not. The only time you cen determine 
Whee tnhewcoet ts. G8e Wher qou, hevs ons product. 

I cannot put it e bit better than what the Cheirman said 
a moment ego. The most you can do is you start with the 
assumption of too much money being ™&de that amounts to 
so meny hundreds of thousends of dollars or millions of 
dellars and then you take that and you apportion that 

to Bive: reduced prices in the light of this number of 
dollars arbitrarily on any particuler product you want 
to choose? 

Yes if the object is to shrink the profit, yes you have 
to determiie which product is going to have its price 
lowered in order to bring about thet shrinkage. 

indi yhnes baseato be dono,erbitrorily? 


Quite right. 


Aa 


MR COMMISSION #R LIPS2TT: Without any method of 


te ke b= 


accounting to help you? 

Yes without any method of determining what the cost is. 
Yes there is no such method. 

THE CHAIRMAN: And of course first having 
decidei that excess profiwts, if any, may be dealt with 
without guarantee of profits, of proper profits. 

Yes youlhare: iieminds+- 

Public Utility or nothing? 

Yes. | 


Yes. 
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Q That is what I have in mind. 


Yes. I am not going to express enything about the Utility 
principle. l..em,just concerned with the feasibility of 
arriving et the facts on which to apply whatever principles 
are jin force, 

Q Well of course we will no doubt hear much of this from 
Dr. Frey but from the accountancy standpoint we are just 
right down to that. You have to take the whole picture 
and say, if you were dealing with a particular company, 
hes this company made too much money in the sense that 
where companies in times past in the Utility world have 
been made into Utilities overnight, questions have arisen 
as to whether or not there would be a draw back because 
of thes excess profits they have made in the years past. 
Theat has perhaps pretty well gone now but it is that 
thought. At least profits, excessive that they are shock- 
ing LO theyconscience of ordingery people. if so should 
there be Government interference. If you get that far 
you have got to come to some arbitrery allocation, first 
of all to determine to what extent they should be reduced? 

A Toaat 18. Tiebt,. 

a Om .t0 calculate . We understand profit , as to what 
is the basis of fair profit, and heaving done that arbitrerily 
allocate that among the different products in respect of 
which it is intended to make a reduction? 

A Thet will be your prooeedure, 

Q That is always assuming you accept the theory that there 
can be a reduction at all other than that forced by the 
long swing of cal me in a field where you do not 
guerantee results? 


A That is quite right. 
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A And if after giving consideration to all of those factors 


you determine that the prices are so high is to give an 
exorbitent profit of 103,000.00 then you ask me what 
change might result from the elimination of that much 
prorit then I could make the computation? 

9 ite sd Bre Bie: dbavdesriOn ere teey theteenet muon 
eeeit should come off all: leaded gasoline’s, that: is 
en “arbitrery decisiconmvin itself, then t will hela you 
it vould amount to ebout l¢ per gallon on those products. 
So having made all of those arbitrary decisions I can 


quite reaaily make the calculation, 


MR. COMMISSIONSR LIPSi?TtT: But they are all arbitrsry? 
A They are all orbitrary. 


Ae CHAIRMAN: i do not know, Mr, Frawley, 
waiether we ere anproaching this at the right time or not. 


I do not want’ to interfere with your program of approach. 


MR. FRAWLEY: No thet is ‘all right, 
A This is the time Sir. 
MR. FRLYLEY: Carvers tie tine fon wir. 


Cottle to discuss the S. R. as well as at any other time. 
THE CHAIRMAN: Assuming that is the picture, 
when we get all through, thet is presented to us, just as- 
sume for the purposes of this immediate discussion that 

it could be said with good sense the profits earned by 
Imperial were excessive and unreasoneble, can we predicate 
anything on thet, heving regard for the fact that Imperial 
is but one operator in this field and the circumstance that 
you experienced the difficulties in determining how other 
operetors do operate does not alter the fact that they do 
exist and they do operate? 
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Should there be, if you teke the biggest operator with 
the greatest turnover end who is perhaps because of 
being the biggest the strongest,operating in the most 
ideal feshion, if his standard was accepted it might 
mein that every other operator would go out of business. 
If you take his standard of excellence and said, “We 

ere going tu reduce the profits on that business," 

there would, be nobody else left perheps. You have. mnsid- 
ered that of course? 

Well,.IJ. em well eware of that. I have not tried to solve 
the problem because I do not propose to deal with the 
philosophysof Public, Utilities or the economies of. price 
Cixsine, 

No. 

in other words, l-preferm to occupy. the role of determining 
the facts end these difficult decisions ere out of my 

fi evds 

Nh yes but vou know there is nothing more certain than 
this Mhet anveccountant would be of -Llitile value if. he 
did not have opinions, inferences thet they draw from 
facts.even. 

Sirei wy wieers iobvioueuor weouneSs-ihel if (prices ere .re- 
duced by reason of the efficient performence of the 

best and largest company to the point where no other 
comps nies can exist that someone is going to get badly 
hurt and perhaps so bedly hurt thet they will go out 
ORivpvstneGe.s Thatieis.c Tacte 1 cen.ece that. 

Wheat I em trying 40 explore with you, I am not seeking 
philos°phy now, but seeking to find out where from 
an accountant's standpoint this all leads up to, I mean 


if one were to find thet the Imperial operations lead 
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to excess profits?» 

Excess, profits to Imperial. 

To Imperial yes. and we do not know. We are quite in 

the dark as, 00) how other refiners are operating, but 

where do they stand. Wh:t money they cen make in their 
way of doing business, are we not, A&s an accountant 

now I sey to you does it not follow thet we might over- 
nights if any. such recommendation were accepted, create 

a monopoly in this province? 

Thet would depend entirely on the extent to which the 
preseuty situation ae changed.» Tor instence a l¢e reduction 
On Q gaesoldanes, end, Athyl would reduce the Imperial's 
profits from 33389,000 to *%285,000. 10¢ would of course 
reduce|it ten times es much. So it depends largely on 

the extent. Wow whet the effect would be on the other 
operators,.can; be determined quite readily. 

MR. FRAWLEY: You have made some study 

of that, of what the effect on other opsrators might be? 
Yes I have. You would have to first determine whet the 
extent of the price reduction would be and then determine 
the volume of sales of eech of the others to find out the 
amount by which the profit would be reduced and then see 
whether it would put them out of business or not. 

THE CHAIRMAN: You see it may be in the 
end, su»nposing we were to accept the views that price 
fixing should in any circumstance be recommended, supposing 
that view were accepted, we would have to know it seems 

to me at the moment more than whet it would do to Imperial 
but whet it would do to the Industry and to ths people who 
have to use the processed products of the Industry as a 
whole, which perhaps involves consideretion of all competitors 
to the one taken as the standard. However we will rise now. 


(At this stece the hearing wae adiourned until 2.00 P.M.) 
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PREDERICK G. COTTLE, having 
been recalled: 
MAJOR LIPSETT: Mr. Cottle, on this question 
of trying to arrive at some basis by means of which price 
should be considered, we get the length that up to date we 
had no method that would give you the price or the cost 
of any particular product; : we also have got the picture 
from Dr. Brown of the, the general picture of the refinery, 
that is as to the amount of capital and his view that it 
was more or less reasonable; now would it be a proper 
method of approach to adapt that sort of principle to the 
marketing end and try and get the picture of what a theoret- 
ical marketing system suitable for the provinces would be 


and what tho capital involved in that would be for all the 


.marketcrs? 


It seoms to me that would be the only logical way of determin- 
ing whether in one's judgment the profits are excessizge. 

Is there any way as an accountant that you can see that 

that line of approach might be adopted? 

Vhether an accountant could determine whether. the physical 
assets which are here are unnocessary, that is not an account- 
ant's function, that would be a job for 6 marketing expert 

I would think. 

He would make a theoretical picture of what would bea suit- 
able distribution for the whole provinee and what the capital 
structure of that would be, would that be the mothod of 
approaeh? 

Yes, that would be the method of approach. 

Would that be sound, do you think? 


fs a basis of comparison with existing companies. 
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Q Well as a basis of comparison as to whether, you have to 
assume first of ell that the capital structure is reasonable 
on your basis before you arrive at the rate of return which 
you give? 

& Well I sssume that the capital that is employed or the 
capital that is now exhibited as employed is reasonably 
required, I do not noed to make that assumption you know. 

I can say that*if this capital is employed properly, this 
is the rate of return, whether or not that is a reasonable 
rate of return is not for an accountant tn say. 

q Now in the case of the refinery, Mr. Cottle, you see we got 

from the accountant's point of view the cost and the capital 

of the whole process? 

That is as to what was in fact there. 

What was being done? 


And what in fact the profits were. 


2 & DH & 


Yes, but in addition to that we got from Dr. Brown, so far 

as the refinery is coneerned, what a proper theoretical 

setup would be? 

Bb Yes, the kind of plant that he as an expert would build to du 
the same job. 

Q And which would be considered suitable for this province and 
he worked out the figures approximately the same? 

Bb YOS.o 

Gi Well now would it be dosirablco in the case of the marketing, 

to get the same two pictures, ome is your picture from the 

accounting point of view that so much capital in fact is 

employed and then wnuld it be desirable to get the other 

picture as to what would reasonably be required for the 


distribution of gasoline products in this province? 


nb evils 
= acing ® 


hay ‘se 7 
SN what 1 Ae 
iN 


i - 

- 

i 5 7A.) - 

A iss oF ae dee gon ; 

é 7 7 1 Ce Cer St atoursh datas cal Loire 
~ ; cai ! 2 rey : POLS. % 8? 38 2 eo . 7 
. ws UENO) ee) * : 
: wr: rm.» 
’ i ” ae ‘ 


Bp ines - 
at Pace erect me Cn stam) 
pe ‘ ‘ 
i ! i 
peor reach St crachs gym Mckee f 
. > . d . ba a 4 n 7 
vay ' Pid Wiel aes ing eT ae ee * 
bP aa , " ' , 
Hes Bane ; na z By -¥ 
ei Aezet: ore nes ea t 
\ 
i - ae 
ten =i 9 2 , 
ry} w t + ‘ : 4 
a Pape. =i Cy tak . ro 
‘ PTs 19 oe ‘ i 8 
bee mine uy Rie 
4 , ‘ ( 
" m , Py Z ) ty ae | Me ea 
thy =e Wy i Legion 
Ser alas ead 3 Pte aa 
F need bee ah fos Pf 
7 th i" Dies ey es ' ; ay E : 
Pe ehy'4 “i faee i * 5 a ; 


hae 
Ce a 
# Bod) 


PF. 


Ge 


- 14,492 + 


Cottle C 


Yes, I think that is necessary in order to forma judgment 
as to whether the amount now employed is reasonable. 

THE CHAIRMAN: Well only on the assumption 
surely that one is willing to accept the evidence which 
we have that the system is a propor one, that no money has 
been wasted in its croation? 

Well eithor,on that assumption or the avonue of approach to 
forming a judgmsnt as to whethor or not it was reasonable; 
you 6ither accept it as it is or you do something to form 
your judgment as to whether or not it is reasonable. 

You have something more than what it is, you have the evidence 
of officers of the company that built it that that much is 
proper? 

Yes, that is right. 

MR. HarViss On a depreciated basis but 
not on today's displacement basis as Dr. Brown put it. 

MAJOR LIPSETT: That may be true as from 
the point of view of a particular company rather than frcm 
the point of view of the public? 

Yos, I see your point. 

It may be it is quite proper for the Imperial or the British 
American to have a certain setup so as to compete with cach 
other; on the other hand if that meant doubling the capital 
structure which would be necessary from the point of view of 
the public of Alberta, would that not be a fair enough Lins 
of approach, to see whether it was excessive or just right? 
Well, that line of approach would bring you to what 

the situation would be if there were one company instead 

of several competing companies, so it would dopend entirely 


on what you had in mind, what results you wanted to arrive 


3 - 
Sas 
oe 
ca 
aa 
' 
3 
Ly 


12 
Aaa cee 
. 
~ ou 
ray 
oak 
non 


2 a wae 
; 
rey 

ae 
ae) - 
3 

: 4 ; 

<a 


<a 


S, a : 
ithe 
Roce tid 
we é, 
es 
ote 


= ' fr 
* 
< Bat es 
» ! rh 4 ~ 
Snes re ; 
Raioii 2 2) =e 
a = - aa 
~ 
4 vee a2 
Se 
eae 
wi 
7 Wess “" 
- 
a 
; 2S e 
‘ a 
Pes ¢ : 
c a 
aa s 
foe preeny a 
ony so! 
ut oer 
# = she 
coal = 
wes <1 
’ 
oe 
bo 


. = - ~ 
y : 
cy r fa 
E E : es 
zal rie a ‘2 E 
Hee (an 
i i re dik 
: = re Zz 
vy fe 1 ie 
: tes fe ye, 
se 5 = “ : 
Ene 
= + 
¥ 


ee 


s ; Pe 
. 
Se oan 
- Com 
a eis = 
pr Pe 
C2 i 
P x 
ie é 
re ~ es 
ie i Ce i 
- 
¢ 
== a : 
cr “~ 
Met = = 
2 co n 
Shas oe ice 
- z, + 
e 


) wet 
at tee 


F. 


Ge 


’ 


- 14,493 + 
Cottle 
Gibe 
THis CHA TRMAN: Surely it would only be 


where you reached the stage where you are prepared to declare 
it a utility, that you would be conesrned with what an 
economical ay netitote plant could be put up for for marketing 
facilities, because otherwise so long as it may be said 

to have been prudent investment at the time it was made, 
Surely you have to tako what is there? 

Oh, quite. 

MAJOR LIPSHT?T: Then there was another anglo. 
that I wanted to discuss with you, Mr. Cottle, and that is 
owing to the difficulty of finding the eost of any of these 
products, Where you leave it completely to compcotition, 
whether you should start with the standard of this Third 
Structure Gasoline and in which there appears to be consider- 
ablo competition and move up to what would be a reasonable 
spread between that third structure and the "Q" gasoline and 
then up to the Bthyl? 

Reasonable from what point of vicw? 

f reasonable basis of cost and some reasonable margin of 
profit? 

Well I do not think it is possible to gct to a reasonable 
figure on the basis of costs because you do not know the 
difference in costs; there are such intangible things as 
advortising for instance and there is certainly little of 

the advertising which is done by the distributors, . dono 
for the purpose of pushing the salos of Third Structure 
gesoline and there oe so many uncertainties, so many things 
you do not know about the distribution that I doubt very 
much if you coulu arrive at the difference in the cost 


of marketing third structure and say, Esso. ii issret x 
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to assume there is some difforence but being specific, 

if we have a spread in Calgary between Third Structure 
and say Esso of 6% cents plus the competitive discount of 
a half a cent, which makes 7 cents --- 


Yes? 


I think it perfectly reasonable to assume that the difference 


in cost of selling those two commodities is certainly not 
3 cents less the differential at the refinery, which is 
one cent. 

Thero would bo some spread, whether you would say it was a 
spread or not? 

On the besis of cost. 

If one was 5 conts and the other 10 cents you mons say that 

could not be justified on any basis? 

I would not say it could not be justified on any basis. I 

would say it could not be justified on the basis of the 
differential in cost. 

Now would it be a proper methoce of approach to say, "Well 
yuu are selling your Acto at such and such a price and we 
feel you should justify the large spread that there is 
between that and Esso."? 

Well that first involvos an assumption that the difference 
in cost justifies the price and there is a very great 
differsnce of opinion about that. 

Taking in everything, adding on to the price of the Third 
Structure which is competitive, anything which would bs 
Considered as a reasonable addition to that, including the 
cost of manufacturing, the extra cost of advertising, the 
cost of marketing lower volumo? 


Yes, but that is all on the principle that yeu are going to 
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justify tho differential on the basis of the differential 
in costs; now you first of all have to satisfy yourselves 
that that is a proper principlé oh which bo base your 
judgment as to whether the differential in price is reason- 
able: 

Q Yest Well, if you are relying on competition as a guide 
at all evants, is there any competition, substantial 
competition in the higher grades such as exists in the lower 
grades? 

A | Oh, L think it can be said that the competition is not the 
samo in the higher grades as it is in the lower. I think 
Dr. Frey will tell you that there is competition between 
the lower grades and the higher grades by reason of that 
very differnntial which you are speaking about. The 
test so far as the Industry is concerned of wi3sther the 
differential is too wide has nothing whatever to do with 
the differential in costs. It has to do with how these 
prices work. 

Q Well may the spread not be increased by the thought that 
in effect there is real competition as to the lower grade 
gasoline and not so intense competition or a different 
type of competition in tho higher grade? 

J It may bee 

Q Well it just brings me back to my original thought as to 
Whether it would be proper to commence with the lower 
grade where you know competition exists and see what 
increases would be justified above it, I just thought I 
would mention that? 

A I think your approach is quite proper. The guestion is 
whether ycur basis of forming an opinion should be tho 


differential in cost or how these priecs work, whith is 
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prupere I would rather leave that for Dr. Frey to 

discuss. 

YoSe Of coursc, it would be propor I assume to take every 
factor even if you did start with that, it would be proper 
to take every factor into account? 

Yes, but prices so. far as the Industry is econeerned ares 
largely what can be got for the product rather than what 
they cost; that is what ono must bear in mind if you are 
going to Saiaee prices from the point of view of the 
Industry, it is whether the price will work or not, and 

not what the thing costs. I think that is a fair statement 
to make. | 
Is that not rathor assuming that the basis, put that way, 
basing it on what the public will pay? 

I think that is right, under the competitive system. 

THs CHAIRMAN: There is no doubt about 
that, that is what runs right through the wholc business? 
Yos. 

MAJOR LIPSETT: That is not necessarily 

a competitive system? 

I would say it is definitely, othorwise you are not allowing 
competition to work. You are not allowing the consumor 

to take any part in the competition. 

If you had water in the Sahara Desert, one man had it and 
all tho rest had not, the price of that water would be what 
he could extract from somo other certain man, but it would 
not be competitive? 

Because there is no competition. 

Because there is no competition and what I am really Putting 


to you is this, that if there is in fact no competition in 
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the higher grados, then the competitive factor does not 
enter into that? 

Unless there is Ge between the two grades. 

Yes? 

For instance, going to this Sahara Desort where you have 
the water, it may be that somebody else has ea lot of whisky. 
Yes, I was just suggesting that for ventilation and not 
for crinkine,. Mr. Cottle: I do not know why your mind 
went from the illustration which I was giving you to tho 
other. 

Well it was such a cold day that it appeal ed to me. 

MR. NOLAN: Mr. Cottle, I was going 
to ask you about the spread as between eto and &Sso, did 
I understund you to say it was 7 cents? 

Well the Calgary price is 13 cents less a half cent . 

124 cents? 


That is 12k cents and 19%. 

19. | 

Ohne yoo 19; 2 Dee Your pardon. 

So it is a 6 cents spread plus % cent allowance? 

Yes, 6% and then there is approximetely a cent difforential 


at the refinery so far as the jobber is concerned which 
would mean that the jobber's spread on Hsso is 5 cents 

more than it is on j3cto. 

Yos, but as betwoen the tank wagon it is 6 cents? 

Yes. 

MR. FRAWLEY: Just apropos cf that, would 
you put into the record at this placé, it is in before but 
you might put it in here, the differentials at the refinery 
door as against the differentials after they have fanned 


it into the tank wagon? 
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Well the present differentials whieh have no bearing on 

these Bxhibits or on the evidence so far are those, the 
jobber pays ll cents for Esso, 10 cents for Three Star, 

9.2 for Acto or Third Structure and 8.2 for distillate. 

Yos? 

The figures which are included in the Exhibit, they are the 
result of selling to jobbers at certain spreads below tank 
wegon prices at destination. 

Yes, you mean that was before the new system? 

That was beforeo 

Before the ~.0e0. rafinery door price came in? 

That was before the reduced prico changes, which was in 

dune of this yearo 

Was it a price change or a change of basis? 

It was a price change of Thira Structure and a change in 
basis to the jobbor,> 

MR. PLOTKINS: Vr. Cottle, would you say 
that the cost of marketing a gallon of Acto is less than 
Marketing @ gallon of Three Star? 

I do not know. It may be reaschnablo to assume that it ise 

It would depend entirely upon the circumstances; for 
instance I mentioned advertising; it may be reasonablo to 
assume that the effort of advertising is not directed towards 
Third Structure. 

True. but in your opinion would you consider the costs, what~ 
ever may be represented by the advertising and other matters, 
would be sufficient to offset that wide spread? 

Oh, I would not want to express an opinion. 

MR, FRAWLEY: what I was talking about, 


Mr. Cottle, if we are talking about the same thing is that 
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the prices to jobbers ere 11, 10 ind 9-2? 

Yese 

For first, second and third Ena ase 

That is the Imperial's price to jobbers. 

Yes, and the tank wagon prices at Calgary for the Same gasoline 
are 19, 16$ and 123? 

YoSe j 

Now at Calgary, what I am calling attention to is the faet 

that whsoreas at the refinery door thore is a sPread of one 

cent between Bsso and Regular, thers is qa spread of 2% cents 
in the tank wagon? | 

YeSe 

and whereas there is a spread of 1.8 is it, no, .8 cents, 

is that right, between Regular and dActo at the refinery decor, 
there is qa spread of 4 cents in the marketing, tank wagon, 
botween those two same products? 

Yes. 

MAJOR LIPSET?T: Do those refinery prices then, 
Mr. Cottle, rather indicate that there is a real relationship 
betwoen those three grades, based on costs, to a large extent, 


just a cent betwe3n each of them? 


“Dr. Brown stated that his opinion was that the idifforential 


in costs between Acto or Third Structure and "{" Brand was 
approximately a cent and the differential is «8 cents. Now 

I do not know if it can bo said that that differential is 
supposed to represent cost. It may have a different function 
altogether. It may be that the refinery is imposing that 
price, that higher price, in relation to "Q" Brand on the 
jobber so as to discourage the sale of Third Structure, I 


do not know. That may be a possibility. I do not think 
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it is right to assume that that differential of .8 is intended 
necessarily to meet the differentisl in cost, because I do 
not think the refinery itself knows exactly what that differ- 
ontial is. 


Yes, but I suppose thero is some approximation made to it? 


Yes, but that differential may have beon made, the refineries 


Will have to teli us, - that differential, whether that 
cifferential was made on the basis of that differential in 
eosts, porhaps the reason for that differential was quite a 
different one. 

Would it matter so much, for the reasons if one thought 
that the result was reasonable gsnfi sound? 

No, not at all. 


If you got @ sound result? 


Se the vig spread then happens aftor it leaves the net back 
to the refinery? 

Dhow te Cie Ny . 

Leaves the refinery door? 

That is right. 

is thers eny way of forming an opinion whether that spread 
after it leaves the refinery door is reasonable? 

Well, I can say that it is not reasonable based on costs 
because the tank wagon at Calgary on Third Structure is 4.8, 
whereas the refinery cost is 1a.8, 12.5 at least, as comparad 
with a refinery cost of 9.2, that is 5.4 cents spread. On 
Hsso the tank wagon is 19 with a refinery price of ll, giving 
@® soread of 8 cents. There is a difference in the spread 


of 4.7 cents between Esso and Third Structure. L* think that 


the figures I have submitted precludes any possibility of 
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the Esso gasoline costing 4.7 cents more than the Third 
Structure gasoline in the market. 

Wie PM's for QF se 

L atone? iQ, I took Esso, I took the extremee 
Between Esso and the first? 

The "Q™ is'6$ cents. 

Spread? 

Spread. 

Well it would aprenr from that that on the face of it there 
was some oxplanation required from the marketing or thes 
Jobbing part of the Industry for the difference uf that 

4,7 cents? 

Yes, is i you are willing to accept the proposition that 
spreads must be justified by costs, certainly an oxplanation 
aS 21) orcer, 

Yes, plus costs or any other reason, is that a fair way of 
approaching it? 

IL think it is fair to ask for an oxplanation without ary 
reason so far as that is concerned. Drs Frey will tertainly 
discuss the differential. 

Quite so, and perhaps we can get it from him. 

THs CHATRVA N: Any further qucstions? 

MR. FRAWLBY: Had you finished evorything 
you wanted to say about marketing. I understood you had 
something else? 

I had finished, no, I had not finished this refinery Exhibit. 
Ss I said it is purely 4 statistical Exhibit, this Exhibit 
"667" which I think iu in as a computation of the cost of 
gasoline, of all the products made at the Calgary Refinery 


based on the sales realization method. 
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I have one more stasement 
to complete the pieture and that is a statement, being a 
Summary of costs and profits of finished products manufactur ed 


druing 1938. 


Q THE CHAIRMAN: Costs and profits? 
m) Yes, this is at the refinery. 
Q MR. FRAWLEY: Costs and profits manufactured 


during 1938, 


(STATEMA@NT PRODUCED HERE 
MARKSD AS EXHIBIT "666".) 


WITNESS: This statement merely computes 
the difference between the computed cost of the preducts from 
the sales realization method and the refinery door valuation 
of those products, being the values used to charge the market- 
ing department and also the values used to compute the 
refinery profit. The difference gives the refinery profit. 
beforo income tax of $483,682.16 and is the same as Sxhibit 
"303". @xhibit "308" shows a profit, before income taxes 
of the same figure, (3483,682.14, less income tax of 22%, 
reducing the profit to $377,272.08; You will recall that 
that is the figure which has been used throughout the Inquiry 
| as the refinery profit. Dr. Brown referred to it in some 
‘detail. 
That completes what I have 
to say about Imperial. 
Gu MR. HARVIE: There is just one question, 
Mr. Cottle, in connection with the figures which you gave 
this morning when you were giving the capital cost used, 
you took the figure for service stations, at what, I under- 
stand the depreciated figure of »1,192,785.59, have you the 


equivalent, new value figure? 


0-4 
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Fe Ge Cottle 


MAR. FRAWLEY: Do you mean the new value 


figure or the original value figure? 


Q MRe HARVIEL Or the original value figure? 
THE CHAIRMAN: Well whieh, it might make 
ae great difference? Is original what you mean and that 


which you want? 


MR. HARVIB: ‘ The original, yes. 
THE CHAIRMAN: The changes in cost might 


make it different. 

Q MR. HARVIB: I understand that but it is— 
the original? 

A On Service Stations the total cost, the original cost of the 
service stations was $1,357,705.74. The depreciated 


reserve eas at the close of 1938 was computed at $164,920.15. 


( Go to Page 14,504 } 
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MR. HARVIE: Have you got a similar figure 
for the other item of %997,550.07 for main and sub- 
stations, etc. 
The total eost of tthe other assets you are referring to 
is $3,075,792.58. The depreciation reserve in respect 
of them is $2,078,142.51. 
And it was on the depreciated value that you----- 
Yes, I wild give you the Jepreciated value, $997,650.07. 
$8 2hey, whe Lipure? 
Towels meen seure, Ves. 
That eheecks the computation. 
And it was on the depreciated value throughout that you 
rAzUred your rave Of return of LO.5¢ 
Yes. The most depreciated item there is in the deprecia~ 
tion reserve is so large in relation to the tonal of 
the other items, is steel barrels. The total cost of the 
steol barrels is ghown at $684,287.08. The accrued 
depreciation om that separately is $865,102.96, giving 
a depreciated value of $19,104.06. 
Are you in a position to give as any estimated figure 
as to what to-day's replacement value might be? 
Of all those assets? 
Yes? 
No, I am not. 
im your remarks this morning did you use the rate of return 
suggested by Dr. Brown in respect to the refinery of 15% 
in connection with one class of assets and 7% on another 
and 6% on another----- 
By the way, I gave 6% on inventories whereas Dr. Brown 


gave io 2 Should correct that. 
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MR. FRAWLEY: I did not understand Mr. Cottle 
to say one should take Dr. Brown’s estimated rate of return? 
No, not at’all. I just merely voluntoered the information 
as I thought someone would ask it, sceing Dr. Brown did 
make some statement concerning it. I do not say these are 
thee prover rates at. all. 

MR. HARVIE: i understand that. I em trying 
to make clear how this may be used? 

Changing to Dr. Brown's 7% on inventories - is that 
correct, Mr. Nolan, do you recall? 

Dr. Brown's was 6% on invertories, and 7% on accounts 
receivable, so it is the same as yours? 

Then just a minute. The figure I gave of $418,037.30 
should be increased by $5,229.48 to come to Dr. Brown’s 
basis of profit before income tax. 

pnd, Of Ggourse, to make a comparison JI should reduce 

that $423,000.00 by the income tax, which would give 
approximately $330,000.00 after the payment of income tax. 
Now, in the case of your computations of rate of return 
you do, as you say, recommend that on the basis of the 
depreciated value? 

Met iS ri oh Ge 

Whereas Dr. Brown, as far as his refining estimates were 
concerned, his figure was on the basis of replacement value? 
~o, he did not. He gave three different examples. 

He gave the rate of return on a brand new plant that he 
would construct, that is a substitute plant. He also 

gave figures on the Imperial's plant as it will be when 

it is completed, and that would be on the basis of the 
distillation unit. new, the balance of the plant including 


tankage and all of the other assets in the refinery on the 
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basis of their depreciated value. He also gave it on the 
basis of the Imperial plant as it was in 1938, which was 
the depreciated value. 

But his paper plant, as he called it, it would be the 
replacement value? 

No, his paper plant was on a new plant to be constructed. 
Well, that would give the same----- 

NOt a replacement plant, no. it igs another plant. 

THE CHATRIVAN: Any anestions, “Ia that all for 
the present, Mr. Cottle? 

lho, I was going to go on and make a few comparisons between 
the performance [I have described to you and some of t he 
other marketers. 

ite eS» 

On Exhibit "659" I gave the detailed analysis and 
elassifieation or the marketing expenses of Imperial. 

The total of the expenses is $1,021,694.80. Now, I have 
attempted to compare Imperial's expense performance with 
that of the most comparable marketer, that is British 
Bmerican, and for the purpose of this comparison io fave 
decided to use as a basis the total white goods marketed 

6) each of them as divisor, so that in the cage oF Imperial 
I have divided their total marketing expense of 41,021, 694.80 
vy the total volume of white motor fuéls, which is 


23,699,017 gallons, getting a factor of 4.311 cents per 


ee 


—— 
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gallon. Now, less there should be any misunderstanding 
It hasten to point out that that figure does not by any 
stretch of the imagination represent the cost of marketing 
white goods. That is the result of dividing the total 
white goods volume into the total cost and I am going to 


use the figure as a basis of comparison with British 
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American. British American's total expense is $670,395.30 
and the total white goods volume of British American is 

aaa tassemncmmemmr tie nian nh nn stern " Stine ance aegype-pine oR 


13,977,917 gallons. Dividing the total volume into the 


votal cost we get a factor for British American of 4.796 


wena 


Paci eee 


cents. Now, in doing this merely to measure the 
performance of the two companies, it would appear at first 
glance that the marketing expense of British American 

is .485 cents per galion of white goods more than that 

Of imperial. IT tind’ however, that the chief reason zor 
this diffcrence in expense is commission. The total 
Inperial commissions were $335 ,884.41, which, divided by 

the same factor of total gallonage of white goods comes to 
1.42 cents per gallon. Now, that again is not the amount 
Of commissions paid by the Imperial on a gallon of gasoline, 
because the commission was paid only on the gallonage 

that was handled by the commission. So that it is meroly 


a factor for comparison. 


MR. HARVIG: Excuse me, was that 1.42 or 
1.1427 
No, 1i4e. British American's commissions were 364,056.41, 


which, divided by the factor I have for that company, is 
1.89 cents, being a differance of .47 cents compared with 
the difference in the total cost of .485 cénts. So that 
clearly the total difference on the basis of this: compart%gon 
between Imperial and B. A. marketing costs is commission. 
Now, in explanation of the diffcrence in ccmmissions it 
should be borne in mind that the British American's 
commission basis is different to Imperial's. British 
American pays a commission of 1 cent for delivery to 


doalers in town and 14 cents for delivery to farmers, 
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¥. G@. #0ottle. 
whereas Imperial pay 1 cent and 2 cents respectively. 
Morsover, it is possible that British american may lave a 
greater proportion of the total volume in farmer business 
than the Imperial. So that several things may influence 
the difference in the amunt of commissions divided by 
the total gallonage. I merely point this out to indicate 
how near the British American's expense performance, 
exclusive of commissions, is to Imperial's. Another 
significant item in comparing these two companies is that 
Imperial for every gallon of white goods sold derives a 
revenue from products other than white goods of 1.44 
cents per gallon, whereas the British American derives a 
revenie.ofeuiails centsSpereealion” That’would indicate 
to me that the Imperial has a slight competitive 
advantage on the question of products other than white 
B00dSs -wiinthinkythesevare the only significant dirrerences 
in the cost performance between the B. A. and the Imperial. 
It is also interesting to note that the handling costs 
Of Impérial.other than commissions is approximately 1 cent 
per gallon of white goods whoreas the British American 
is 1.14 eents: The service stution and dealer expense 
of lmpertaivapproximates'’.3° cents per gallon, which’ is 
practically the game as British American. So that they 
ars parallel as far as service station and dealers are 
eoncerned. Scales expense, supervision, advertising a.nd 
office expense, treating these items as one group, the 
Imperial’s is 1258S cents per gallon and British American's 
1.451 cents per gallon, which is very close. 
Imperial 's advertising is .1535 cents per gallon compared 


with British American's .2c6. Beyond that I cannot make 
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any close cnmparison because of some differences in the 
method of classificatian of: the expenses. IZ referred 

this morning to »:cColl-Frontenac, ¢e0oll~-Frontenas's 
total marketing cost was $59,670.90, and their total sales 
of white goods in the year 1938 were 468,016 gallons, 
giving a marketing cost per gallon of white goods of 

iz.75 cents compared with Imperial'ts 4.311 cents. At 
first blush that would scem tu be impossible. You would 
expect the company to be bankrupt on that basis. The 
explanation is though that the total gross profit on 
products other than white goods was $48,681.35, which 
comes to 10.402 cents per gallon, compared with Imperial'ts 
1.4 cents. This clearly indicates how impossible it is 
to compare each of the marketer's performance, because 

the performance is quite different. I can quickly deal 


with a few of the other companies. The Canadian Oil 
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Companies’ total expense in terms of white goods, using 


TT 


_ the same method of divisor is 5.15 compared with Imperial's 


4.311. 
MR. COMMISS IONER LIPSETT: What company is that? 
Canadian Oil Companies Limited, and the revenue from 
rear eens anert Tt, is. .702 per sallon ai 


white goods compared with Imperial's 1.4, or approximately 


helt none Texas DEL in the year 1937 ~ I have not the 


Pst sie 


eigarestente near 1936 but I got some rough figures 


from the sompany,which satisfy me that their a sat yl 
in 1938 is practically the same - their figure of total 
ye in terms of white ‘goods is 6.188 in comparison 
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with Tinea hte 4,511. And their revenue from products 
~ renga agit ‘> i 


other than white goods in terms of white goods is .707, 


or the same as the Canadian Oil Companies" in comparison 
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with Imperial's 1.4. The Great West Distributors, 
unfortunately, do not koep their accounts in such a 
manner as to determine how much profit is derived from 
any one product, I mean to say how much gross profit. 
All purchases and all sales of that company go into one 
set of accounts, all products in the one account. 
However, the total marketing expense of Great West 


Distributors as shown by Exhibit "534" is $281,575.54. 


Tho total gallonage of white goods as shown on Exhibit 
"564" is 65,264,247 galions, giving a cost in terms of 


whi te goods of Ba 2 el! US in comparison with Impvrial's 


4311. me Union Ot 8 costs amount to Te 744 cents ee) 
gallon on va iter OCG using the same basis as Tn ventante 


4.311. These are all of the direct comparisons I have 
attempted to make. 

MR. HARVIE: You have not got the North Star? 
No, the North Star does not keep its records separately 
for. the Province of Alberta. They keep the total accounts 
for the threo Prairie Provinces combined and for the 
purposes of the Commission they rerely took a percentage 
of each item in the profit and logs account on the 

basis of the relative volume sold in Alberta as compared 
with the total. The result,of course, would be meaningless 
on that basis. 

MR. FRAWLEY; That is all you have to say 


by way of a general statement, is it? 


Yes. 

MR. NOLasN: No questions. 

THE CHAIRMAN: Any further questions, 
Gentlemen? 


MR. FRAWUEY: tir, Cottle, to what extent, 


des 
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if any, is the cost of mrketing down to the Montana line, 
taken out of the tank waggon price in therest of the 
Provines where the tank waggon is normal? 

In the year 1958 there is an item shown on Exhibit ."652", 
which I prepared, showing the freight from Calgary 

not included in tank waggon price at destination. That 
is the extent to which the Imperial does not receive the 
Calgary plug freight. The total amount of money involved 
is $27,119.07, or an average ofe\l3 cents per gallon on 
the gallonage that J’ have used. on this Exhibit. It is 
Slightly less than that on the total gasoline gallonage 
of the company. I may say that figure of $27,119.07 
would rot apply to-day for the reason that the freight 
rates from Calgary are all on the reduced basis in 
comparison with the rates that were in effect at this 
time, and, therefore, the Calgary plus freight tank waggon 
basis extends further southward, and the amount by which 
the Galgary plus freight exceeds the tank waggon in 
points beyond approximately Nobleford I think is much 
Jess than it was before. 

In other words, thanks to the new rates which Imperial 
and McColl-Frontenae have got from the railway companies 
the situation is not as extreme as it was theretofore? 
PRA eT ient. Tt moved the economic line Ean i 
narrowei the freight absorption. 

But before these favourable freight rates were 

obtained the goods were being pushed past the economic 
line, right down to the boundary line, and ‘that was to 
some extent at the expense of the tank waggon in the 


parts of the Province which wore normal? 
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Well, there are two points of view, One is that that is 
@ expense which the company incurs, which must be 
included in the tank waggon prices in the other parts of 
the Provinee. The other point of view is that tnat 
acditicnal gallonage involved in the movement reduces 
the cost sufficiently to pay the freight. 
MR. NOLAN: ana that latter view was tie 
one adopted by Dr. Brown? 
ees ‘ 
MR. FRAWLEY: Now, + do not want to overlook 
that but I say apart from the marginal cost theory that 
Dr. Brown expounded, the discussion cannot be completely 
divorced from that theory, but apart from that the money 
game from the normal tank waggons? 
Well, sil or the expenses of the company, 2 presume, 
eame from its gales. 
Uneat is righv. ‘think all the other questions 2 have 
are questions Of principle for rsierrey. I just 
want to look at them for a moment though. 
MR. COMMISSIONER LIPSETT: Before that freight rate 
reduction in the south, did .that traffic go by railroad 
or Dy trucks? 
(el ies tierra tS trate tam reairidy sure went by 
Vad Lr Oad« 
All the time? 
Yes. 
MR. FRAWLEY: They te. eal thems perore 1. 
call on Dr. Frey, may I have about five minutes? 
THE CHATRMAN: Yes, let us know when you are 


ready’. 


(at this stage there was a short recess.) 
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Dr. J. We Frey 

DR. JOHN We FREY, having 
been redalled, examined by lirs Frawley, said: 
THE CHAIRMAN} Now what are you propos- 
ing to dispose éf with Dr. Frey so that we will not be 
asking questions when we should not and asking questions 
about subjects which he is going to touch on at a later 
time. Is. Dr. Frey finishing all his evidence now or is 
he only dealing with marketing. 
MRe FRAWLEY: Dr. Frey is now finishing 
all of his evidence with regard to marketing. Whether 
he passes on, without leaving the stand to discuss these 
other matters is of no great importance, I should think, 
but I would first like him to say everything he has to 
say with regard to marketing. 
THE CHATRMAN: All right. 
iWRe FRAWLEY: And whether anybody else 
desires to intervene with any further evidence before 
the other general matters are discussed, may be a matter 
of consideration. 
THE CHAIRMAN: All right, but you pro 
pose to dispose of marketing, right now, Dre Frey, will 
that suit you better? 

A The questions raised on marketing. 

Q Mre FRAWLEY: That is the situation now, 
and the first thing I want to discuss with you now is 
the Hthyl Gasoline Corporation. I want to know what 
your views are with respect to the proper place which, in 
your opinion, the Hthyl Corporation should occupy in the 


refining and marketing operations in this Province and 


a 
=e if: . : 
ae i Me = 
ve bat 
4 ee) 4 


ikea : 

i “ o 

’ aa Ss 3 r sai 

= ¥ ” * To 

: 3 f c ; - 
4 ae ' = 
: - a 5 

eage id 


Re 


= a 
* 
ie 
y 


~ “4 by 
3 3, : 
3 ie : 
5S <4 i E 
doy 
vo 
‘et 
3 Bee i 
E ee oS ees 
’ 1 
i a vas} 
ae ; 
ne 


a 
er 


Dre J» We Frey 
C5 - 14,514 = 
ra 
it may be that you are fully informed with the extent 
that the Ethyl Company has intervened in this Province 
and if so I need not make any statements but perhaps 
I might make a brief statement and my friend Mr. licNenzie 
can correct me if I am wrong; as I understand ib. the 
Ethyl Corporation has a system of licensing in this 
Province of two kinds, one to refineries and these 
licences are evidenced by agreements between the Corpor- 
ation and the refineries and enother between them and the 
distributors and I want to call your attention to one 
anomaly which I think exists and ask your view upon that 
and then on thc whole question. 
We find that the Canadian 
Oil Companies, as an example, has a refinery license in 
the Province of Onvario, which probahly in the Province 
of Ontario enables them to refine and narket Canadian 
Ethyl or whatever brand name they have; instead of Ethyl, 
but we find that in this Province the Canadiaiu OL1 
Companies is nothing but a marketer, buying their 
products from the Imperial Oil, Limited, and marketing 
it in the fashion you know something about, that they 
refine not a single gallon of gasoline in this Province 
but it is the result of the Hthyl Company's licensins 
system, that that company is entitled to come into this 
Province, buy standard gasoline from the Imperial Oil 
Gompany and sell it as a Canadian lithyl gasoline. 
We have the same situation 
existing with respect to the North star Gompany, which 


has a refiner's licence in #ianitoba but in this Provines 
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is a juLber pure and simple but nevertheless by virtue 
of the licence which it gets and holds in Winnipeg, they 
can come here and buy gasoline and sell it as North Star 
Ethyl, and then we have the same situation with respect 
to the McColl~Frcentenac and these other jobbers. 


Now what are your views as 


to whether or not there is any impropriety, any unfair- 
ness, any discriminations, when we find,-and we must 
couple with that of course that all other jobbers who are 
only jobbers in this Province but deo not go back to some 
other Province,-nold no licence ,=the Great West Dis«= 
tributors is as good an example as any, they buy their 
gasoline from the British American, just as the North 

Star buvs from the Imperial, but the Great West Dis- 
tributors is not allowed to have a licence to sell Great 
West Ethyl -or wh&tever their brand name is, it happens 

to te "Red Head", Hthyle They must sell "British American 
Ethyl", now what do you say about all that? 

Well the first thing that strikes me about the situation 
with respect to Tetra-HKthyl lead is that it is an adver- 
tised product in which the iithyl Corporation is attempting 
to build up acceptance for its products on the basis of 

a high standard performance; insofar as it is necessary 
for the Corpgrration to protect the consumer and the 
product, it seems to me that the Gorporation should be in 
a position to determine the conditions under which the 


compound will be blended or the quantities that should be 


blended with respect to gasoline going stais and they 


should be able to prescribe the co.ditions under which the 
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gasoline would be mixed with the compound; that they 
should be able to demand a certein standard of product 
with which the Tetra-uthyl is mixed and they should 
-urther be able to assure themselves, for the benefit 
of the public and their own integrity and advertising, 
that the product produced is up to standard, and be yond 
thet point it does not seem to me, and it is purely a 
personal opinion, that the Ethyl Gorporation would be |, 
LAagured by having a name apvlied by the jobber rather | | 
shan by the refiner and on "Q" but not on Ethyl; it 
seems to be that "Q" Gascline and Ethyl Gasoline bear 
some relationship to each otner as far as tetra-ethyl 
lead ia concerned. think the public generally 

aecceps it and the Corporation advertizes it, so that it 
is impossible for the public to make a clean cut separ~ 
ation between the "Q" product and the straight Ethyl 
product. It seems 60 me that if a jobber were in a 
position to offer to the Ethyl Corporation a suitable 
quantity of gasoline of suitable quality, and assuming 
aiso that the Kthyl Corporation would be in a position 
to determine before any batch was mixed, whether that 
gasoline was of a proper quelity to mix with tetra-ethyl 
lead, and assuming that the distribution system had 
enough sales to assure tlat their gasoline would be 
sold within a reasonable time, and oot deteriorate 
through age, that it would be immaterial whether that 
gasoline were in the hands of a refiner or in the hands 
of a jobber as long as the itthyl Corporation could 


control the quality and maintain its integrity befove 


the public. 
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I think there is another consideration, and that is 
of hygeine. The Corporation specifies how it shall 
be done, even, I do not know whether it is true in this 
country but it has been in the past in the United States, 
they svecify the kind of cliothes that the man shall wear, 
the kind of boots he shall wear, the kind of gloves he 
shall wear, how they shall be washed after each treatment, 
the manner in which the lead shall be poured from, the 
tetra-ethyl lead, shall bé poured from the container into 
the mixing fluid; the manner in which the mixing fluid 
must be maintained and other hygeinic conditions of that . 
sort, and it seems to me the Gorporation is well within 
its rights in doing that; but having equal quantities 
of gasoline, whether they are in the hands of the refiner 
or in the hauds of the jobber, it seems to me there is 
no difference about that. 

Now dealing with the hygeinic regulations, it may 
be a small matter,in your view, should the making of 
those regulations and the enforcement of them not be 
under some government body, presumably in this country 
in some Federal body? 
I do not see that itis necessary. If the Tetra-Ethyl 
Corporation exerts its influence in seeing that no 
damage is done to the persons involved in mixing the 
fluid, I do not see that it is necessary for the govern- 
ment to interfere. There is no interfercnce in the 
United States. There was a big difficulty in the 
United States which was raised by reasun of the fact 
that some of the competitors of the kthyl Corporation 
made it appear or tried to make it appear that there 


was great danger of the lead fumes being blown into 
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the air and people being damaged by the presence of 

those fumes and a great risk ran by hahiling this deadly 
material and so on. The result was that the matter 

was finally turned over to the Bureau of iiines, the 
Bureau of Standards and the Public Health. They pract- 
ieally gave the #thyl Corporation a clear, a clean bill 
of Health on that score and the ithyl Corporation has 
gone ahead and insisted that the pumps that supply lead 
to the consumer be marked so that innocent people will 
not use leaded products for ordinary purposes with which 
they come in contact. I do not know whether it is true 
heree JI suppose it is, that all pumps from which the "qQ" 
Or Kthyl are dispensed bear some sort of warning concern- 
ing the use of that material for purposes other than motor 
fuels but the Hthyl Corporation so far as IT can see has 
been quite forward in its dealings with the public and I 
can see no reason &t all why, under the circumstances, 
the Government should find it necessary to deal specifice- 
ally with the problem. 

No? 

The hygienic regulations in their contract seem to be 
ample. 

Yes, and they are undertaking the pclicing in that respect 
and so far as you are concerned, until they make a com- 
plaint that there should be some laws to protect them, 
you are satisfied it should be left to them? 

Yose 

is to the licences, I take it from your evidence, it is 
ae view that this Commission should recommend that the 


licensing regulations be ammended accordingly? 
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It is a matter of business policy with the Ethyl 
Corporation. I do not know whether this Inquiry 
amounts to the same as ’A judicial finding or not; 

the question of a binding contract is a subject that 
thet Ethyl Corporation has had to deal with in the 
United States to injunctional proceedings of the De« 
partment of Justice within the past two years. I will 
have tu admit that EL am not thoroughly familiar with 
those but I simply give a general opinion that with 
equal quantities of equal quality gasoline, a gasoline 
that will serve the purpose and that sells of a type 
that will seek a fresh product before the public, that 
it does not seem to me that there is any distinction 
between whether the blender is a refiner or whether 

the blendcr is a jobber or a person of some other name. 
I do not want to elaborate this point---~ 

THE CHAIRMAN: As I remember the at- 
titude of the Ethyl peuple with regard to that it was 
that they had control over the refiner that they could | 
not hope to exercise, if they entered the jobber field, 
that it was for their protection. 

MRe FRAWLEY: Yes, but of course the 
point I am making is that I am drawing a distinction be- 
tween a person who is a refiner and a person who, in 
this Province is merely & jobber but who carries into 
this Province an Ethyl contract which he gets elsewhere. 
That is the point I am making and my next question will 
perhaps indicate what [IT mean so far as an alleged dis- 


crimination is concerned. 


THE CHAIRMAN: Their position is that 
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the y are opening the Abe to all jobbers, who are not 
refiners at all? 
f think the Ethyl Corporation would be perfectly just- 
ified in determining whether the nena ae of gasoline 
sold by the jobber was sufficicut to justify their | 
giving a licenee and I would say that it would be on al | 
quantity sales basis rather than anything else. \\ 
WRe FRAWLEY: Dr. Frey, let me put the 
thing concretely and get your views, it is a fact is it 
not, that through the advertising that the Ethyl Cor- 
poration does, the Ethyl emblem is taken to be an 
emblem of quality in gasoline, is that a fair satate= 
ment to make? 

I think that the Ethyl Corporation hoped for that re= 
sult. 

All right. Now that emblem only goes on Ethyl gasoline 
what we properly call "thyl Gasoline", the big emblen, 
the rising sun or whatever it is? 

Yes, most of the middle grade products go by the re- 
finer's name rather than with the name "Ethyl". "Ethyl" 
is reserved for the top structure. 

And the Hthyl emblem and all the forces of the Iithyl 
advertising is reserved for the tcp structure? 

As far as I know that is true, 

Now ITwant to call your attention to the situation I 
have in mind, the MeColl-Ffrontenac Oil Company sold in 
Alberta in 1928, 472,000 gallons of gasoline; that 
gasoline was made by the Imperial Oil Company and the 
MeColl-Frontenac Company, there has not been any 


question of it before this, was a jobber of that gasoline, 
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buying it in tank cars from the Imperial and selling 

it in the market but because the hicColl-Frontenac is 

a refiner in Quebec, they have the privilege, through 

a license from the ithyl Corporation, of selling 
MeColl-frcntenac Ethyl or Cyclo Ethyl, is their 
particular brand, now another jobber, the Great West 
Distribvtors sold over 4,000,000 gallons of gasoline 

in this-Province in 1968 and they could not sell 

"Red Head, that is their name. they could not sell 

"Red Head Hihyl" because they are not a refiner, as 

the Chairman puts it, they are a jobber but just the 
same in my submission in this Province it is the same as 
mueColl-Frontenac, and I suggest to you that that is a 
discrimination. 

THE CHAIR MAN; And what did the Ethyl 
people say? 

MKe FRAWLEY: The Kthyi people say that 
is quite proper because the i:cColl~Frontenac is per- 
mitted to carry that privilege into this Province, 

"They have a license in the Province of Quebec and we 

do not care whether they carry it in Quebec or not, they 
ean. buy it im Manitoba or in Alberta, they can buy it 
aud sell it", they say that to us is not very impor- 
tant. The fact is that down in Quebec we license them 
to go and sell rete Ethyl. Lut my point is that they 
should not carry out the terms of that contract in this 
Province, because in this Province they go to ir. 
Halverson, they buy his gasoline but they are allowed to 
carry with them that label and emblem and put it on the 


Imperial gasoline which they have bought in this Prov- 
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ince. Now there is the point I want to get your views 
One 
TH CHATRuA N: But now that same licence 
will not be granted to a distributor. 
ike FRAWLEY: Not all distributors. I 
am calling attention to a large distributor-+-- 
THE CHAIRMAN: I am just speaking from 
memorys I have not my notcs here about Hthyl. I did 
not know we were going to fouth it at the moment but was 
there not the reason given, was not their reason that 
they had a greater hold upon the refiners as a class. 
They felt more certain that their stringent requirements 
would be oarried out so long as they were dealing with 
refinery people only and if they got into another class 
it was something different and that circumstance that 4 
refiner in Quebec night Le merely a jobber vr distributor 
in Alberta, as I appreciated their reasoning; would not 
effect his responsibility nor their likelihood of being 
safe in keeping econtrol of their products in his hands 
because he is a refiner and refiners have got a lot of 
Capital involved, wherever they may be and they are 
liable to be responsible people who will carry out their 
requirements, that I thought was their stand. 
wks FRAWLEY: That is quite true and I do 
not want, it would not be proper for me to argue it but 
I might say something to clarify the situations The 
MeColl-Frontenac Company in this Province buys Imperial 
gasoline. Now is not the uthyl Corporation, is not the 
Impe rial the refiner then that the Ethyl looks to to see 


that the itthyl gasoline which is made in this Province 
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in the Imperial refinery is up to their standard, but 
when it passes out of that refinery, my submission is 
it goes inte the McColl«+Frontenac hands and intu Mr. 
ieKengzie's hands, the Great West Distributors' hands, 
for precisely the same purpose and precisely the same 
gasoline, they are both jobbers in this Province and 
waat control has the Ethyl Corporation over the MeColl- 
Frontenac through its licence to it in Quebee when the 
LicColl-Frontenac in Alberta is only a jobber. Now that 
is the suggestion L am making. 

THA CHALRIAN ; I follow it perfectly but 
you Must put their views squarely to the witness too, 
so that he may weigh it. 

WRoe FRAWLEY: Quite so. 

THe CHAIRMAN: And their view, as I see 
it, is that that is all very well but we are still deal- 
ing with a refiner who happens not to be carrying on 
his operations in other Provinces, of refining, but he 


is still a refiner and we are not going down the scale |}! 


ia 


lower than the refiner because we feel we will not get | 
the same sense of responsibility from the other people; 
bitte FRAWLEY: Yes 

THE CHATRAAN ; But if there is a jobber 
here who is doing business in a large way, if we want 

to make an exception of him, it might be wise but we do 
‘not think in principle it is wise to extend it because 
that same jobber, if he be irresponsible, might be a 
pereon who will dilute our products in some way after he 


has got it into his hands. 
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MiRe FRAWLEY: Now lir.s. Chairman, this 
may Beem like arguing the point but if you will permit 
me to say this, the result of that is that the Great 
West Distributors night go into Manitoba with a small 
topping plant of some sort, become a refiner there, 
purely for the purpose of meeting these Ethyl require- 
ments and then he will be issued an ithyl licence and 
then he can come back to Alberta. 

wAJOR LIPSETT: Would they get a licence 
fora topping plant. 

MRe FRAWLEY: Oh yes, oh yes. Or take 
the Maple Leaf. 

THE CHATRWAN: Had an iithyl licence? 
ike FRAWLEY: Yes, the iiaple Leaf Re- 
fining Company at Coutts had an ithyl licence and they 
were just a skimming plant. There is no question about 
thate They were just a topping plant, but anyway you 
see my point there, the Great ‘Jest Distributors night 
go into iianitoba and then come back into Alberta and 
carry on as a jobber in Alberta but by virtue of that 
licence obtained in that small way in lianitoba, sell 
Ethyl gasoline in Alberta. 

MAJOR LIPSETT: Is the point that the 
trade name thet the MeColl~Frontenac people have in the 
aueren Province, that it can be used in this Province 
Lor af imperial product, is that the point. 

ike FRAWLEY: Yes, that is the point. 
They are just jobbers. They are so identical, their 


operation in thia Provinee is so identical with ir. 
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MeKenvyie's operation, so identical that I make the 
suggestion that they are just local, lire. Chairman, ny 
submission is that they are just local, while they 

stert in Quebec yet according to the Kthyl people they 
can go all over the world, they say "Because we give 

you a licence in Quebec, even althougk your operations 
may be wholly confined to the Province of Quebec as a 
refiner, still you can go into all the other eight 
Provinees of Canada and job gasoline and carry that 
emblem which you have got from us in the Province of 
Quebec, into these other Provinces. 

THA CHAIRMAN: Is it anything more than 
their saying "We will not inquire about individuals, 

as to the moral worth of ir. sickhenzie or anybody else. 
We are just going to say that we are only going to deal 
with the refiners." 

line FRAWLEY: Yes, but surely it does not 
mean this, Mr.e Chairman, in fairmess to everybody, in- 
cluding the ithyl Corp ration that they, supposing they 
have a refiner who is a refiner in Quebec but a jobber 
cut in Alberta, that they should never think of that 
when they say that thoy are liniting themselves to the 
refiners, because nobody can say that iicholl-Frontenac 

is anything else but a jobber in the Province of élberta. 
MAJOR LIPSET?: There may be two aieoptena. 
one is that they may restrict the use of this trade name 
and the second one is that there might be discrimination 
between two jobbers who are only jobbers in this Prov- 


ince. 


wilt FRAWLEY: It is just really one. The 
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first one runs through the whole picture- We have had 
the whole qbestion of jobbers selling as their own 
gasdliney gasoline aanufadturea by the Impérial Oil 
Gémpahys It raises the questich of 76 gasoline, whid¢h 
the Union O11 Company sells and they call that 76 
gasoline; it is manufactured by themselves in California 
but in Alberta it is purchased from the Imperial Oil. 

The whole dyeeti on of these names iS rather ancther 
aspect of it. 

LAJON LIPBETT: But it was rather running 
through my head that that must be the general thihg, if 
it is on the ground that these various trade names might 
deceive the public. 

wie FRAWLEY: What I am stressing is that 
there is value in that Ethyl quality label and it seems 
to me it is unfair to keep that away from one jobber and 
give it to another. 

MAJOR LIPSETT; Is that only the name, is 
there anything to prevent North Star or any of these 
other companies in selling Ethyl gasoline. 

MRe FRAWLEY: The y must heve a licence, 
but they are very free with their distributors' licences. 
MAJOR LIPSETT: That is what I mean, it 
means they must sell "Imperial i#thyl". 

MRe FRAWIGY: Oh that is the point, they 
must sell, if they have not got one of these refiner's 
licences which they carry with them into another Province 


and so on, they become jobters and then they must sell 
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Just two kinds of gasoline in this Province, "Imperial 
Ethyl" or "British American Ethyl". 

WAJOR LIPSETT: The Union Company sells 

76 gasoline and when they come to sell ithyl Gasoline 
what do they call it. 

MR. FRAWLEY: They call it "Union lthy1" 
because they are a refiner in another part of the world. 
I was using the iicColl+Frontenac but it is the same with 
the Union. 

MR. FRAWLEY: What do you say, Dre Frey? 
I say so far as brand names are concerned there is 
nothing improvper about a gasoline being manufactured for 
one refinery and being sold by another; the company that 
puts its label on the globe assumes the responsibility 
for the quality of the product and that responsibility 
runs through its entire sales organization, depending 
upon its integrity, so I have nothing to say on that 
score; it makes no difference to me whether Lthyl is made 


by the Be Ae or the Imperial or whoever it happens to be 


made by, that is no concern of mine. 


(Page 14,52g follows) 
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The man that puts that label there is responsible for 

the top part of the label but he is not responsible for 

the word, "Ethyl". The sthyl Corporation takes the 
responsibility for the word “thyl and I think they should. 
They owe it to the public since they advertise to the public 
@ perticular kind of product and I feel it is their respons- 
LOVlLTy) co police Ethel, Now their statement concerning 
dealing with refiners rather then joobers has a considerable 
element oF truth because refiners as a rule are larger 

than jobbers. But there are small refiners and large job- 
bers elso. There ere refiners who heve no responsibility 

and I do not wonder that the Corporation might hesitete toa 
have anything to do with a refiner that has no integrity. 

The same way I would not be at all surprised if the license 
extended to a jobber that they might be concerned with the 
integrity of the jobber but assuming that there are jobbers 
OTe eer uy,ene there must De, Then t Ptie say that the 
Gthyl Corporation, although it might have more trouble with 
the jobber than with the refiner, is not 4 particular reason . 
not a particular logical reason that I can see why it should 
apply to people operating a refinsry name rather than a jobber 
name. Now I would say that the jobber is likely to give more 
trouble end the reason for that is this, that the refiner is 
producing a standard of gasoline specifically intended 

for blending with jthyl. The jobber may have more difficulty 
in getting thet same product and if he buys something that 

he expects to blend with #thyl end the &thyl Corporation 

says that it won't do, I can see that there is more likgihood 
of friction than with refiners. But as far as the name being 
fit only for refiners and not for jobbers I vould say that 


if the technical requirements ere met by the jobber that I 
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Can seé no reason why he should not be able to use the 
WOLO ti ake 

There is only one other piece of evidence and then I as 
let Mr. McKenzie examine you. I want to call yourattention 
to the situation surrounding Maple Leaf. Maple Leaf is one 
of those people that hes a refiners license and they are 
privileged to sell Meple Leef Sthyl. They are a wholly 
owned Imperial subsiduary and now do no refining. I think 
the evidence was that at the time the Hthyl refinery license 
was issued to them thet they were conducting this topping 
Operation at Coutts that I spoke to you about. That has 
since ceased end) the plant has been, my understanding of 

it is that the plant has been partly or wholly ot quent nee 
But the whyl Corporation has continued to carry the Maple 
Lear Compeny as a refinery licensee end JI again call 

your attention to the fact thet that entitles them to sell 
Maple Leef Ethyl. Now I merely call your attention to 

thet fact and ask you whether or not thet in your view 
supports the view that you have expressed that there should 
not be this distinction between refiners and jobbers,. be- 
calSe there is a case where a refiner ceased to be any- 
thing but a jobber and his privilege as a refiner continued. 
MR. NOLAN : My memory, Mr. Chairman, is 
that the uthyl people said that having issued thet license 
they did not revoke it beceuse it was not their practice to 
revoke their licenses,or words to that effect. 

MR. FRAWLZY: thet is just whet they said, 
but I am suggesting to the Commission when a situation 
ceases to exist there is nothing in the laws of the itthyl 


Corporation thet should not require them and we should 


expect the dthyl Corporation to keep up with the facts 
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and revise their licenses accordingly, that is all. | 
THE CHATRMAN: Is the suggestion being| 

put to the witness thet licenses should be revoked to 

UNOSeG Who ere not refiners in all provinces, or only 

limited to those proviness in which they are; or that 

it should be extended to distributors who are not refiners? 
MR. FRAWLEY: Dr. Frey hes given his view 
that it should be extended to distributors. I merely wented 
to place before the witness, and before you Mr. Chairman 

end Mr. Commissioner that edditional fact which I think 

is the extreme of the application of this rule. I hevVe 

no further questions. 

MR. MACKENZI®: I suppose you will egree 

that there is no doubt that the public is getting all the 
supplies of leaded gesoline that it requires, both sthyl 

and Stenderd, Thet the ©nsuming public is getting its 
supplies of Ethyl and Standard leaded gasolines. 

You mean that there is enough 9 and Hthyl on the market 

to meet the public demand. 

what I mean is thet the regulations of the 4thyl Corporation 
are nog preventing the public getting all the supplies of 
leaded gesoline it requires? 

Yes T think I would a€&ree with that. 

And the conditions that the 4thyl Corporation have imposed 
on refiners and jobbers sre not preventing the public getting 
supplies of leaded gasoline. } 

Ff OOtnoy think 1h 1s’. 

Now the conditions thet the tHthyl Corporation have imposed 
on the refineries and on jobbers hes the result of protect- 
ine erie publicvso [ar 8s quality as concerned of ithyl 
gasoline? 


T think that thet can be stated. 
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And if there were some change in the mnditions of the 
jobbers licenses which resulted in less protection to 
the public, so far as adulteration and things of that 
kind are concerned, that would be something that should 
not .be done? 

Well if such a change in regulatiuns definitely did subject 
Lhe, public tn the liability of a lower grade product I 
should say there would be something wrong sbout regulations. 
But I do not think it is any more impossible to draw up 


regulations that would apply to e jobber blending than a 


———— 


refiner blending. 

Yes. Well now you know that the &thyl Corporation makes 
SLi LosepeOrers , 2 ay, Irom the sale of their fluid 
and ot 1S 20 26S anperest. to sell as much of this fluad 
as possible? 

I suppose thai is true. 

AD@ 4%5 Fecuietion ©f the sale of its patented gasoline 
is primarily for the purpose of protecting its trade marks 
end good will and preventing adulteration? 

I egree that the Ethyl Corporation should protect its good 
Will and protect the customer. 

And now What Mr. Frawley is realiy putting up to you is 
this, as: I understand it, that because the Ethyl Corporation 
hes in one cease not cencelled a refiners license and in 


another case given a refiner in the Province of Quebec a 


Dominion wide license, thet it should give to jobbers 


licenses to sell a product which they do not manufacture 
under their own trade name. The ithyl Corporation,as 

was given in evidence here, has about 15,000 jobber licenses 
in Cénade and the United States. The result of thet would 


be thet there would be 15,000 different names of athyl 


gasoline if they ell wanted to sell under their own name. 


ese '16 Pricer. * gi | 


twaeer: ngoude: aes Se et et concn 
bi covea- the & : ‘ate ae iddwoaced “hisow toas s ' haoeenps pa. OF mi a : 


She rs eel! “Stes: fopias 


$GSt Hda HER: hee ear rebsegs abtadenor sc San eiin,, 6, dene id fo o 
Hori tates tawol. a to vets inst eit: ng. Od Pag ed. 


ae rs Bye ie oe : tae 
weaolide timer! faees: ig eeclil anid Fae 8 okie weedy Xe, CARES: : 


. Paes tas 
Te 


7 
| | ga wetb of! edt apogee ig ype: pds tt. ANE A: Toe | Obs ble s 


Poth 


5 we =. +e Pea r = : 
A RGET BAACROE OEE ee oe TOW ead; ecotisl uper : 
; PrN , ‘ a : bh 3 fe a 7 ita 
a ite bs ; 
a q ores aptet d-. Bsc 8 


‘ Cie he 
Ae gk 
jy ne 


haa 3 


hue : tos " a ‘ a | o 
Beran. Soleo Leite sats dsadhe Wise: e 1 wi Of Line, phee, 7 


be 0 2 beth to pise et marek Ke “Te- Peg, Che i ite 5 ye 
A eeAEN: Bea Fay deine wor Dee. ot: SRE Tico Bets oye af: 2 Ek Petia. P 
‘ \ age veils ss | : 7 


PAA LAO, BS 
eutt af Gaul: omeepam Fo” ke 


~ 7 ; ; s a ~ 


Toney DSCaSEeg att eli, eH hts abana AEE Rel as 


Me 1 ye ee 


foo tiered Tuy BEEN OCONY Bo Sie bop, ae. ef 
hoc® ati toeteey Budde ob itersagwod iylie Bae aS. FONE = 4 
| | hee Lew 


HATS 
et gy. of sty Sie ttue VA eet BF telwass Aye é ot feat i a c ry 
ditetvodrs Pyds2. wiht osusoes Jagd we Rhee erneau, fae ‘ ore ki 


ot Des saneeit use oiyare, : beflognae tte, fatal hae 


& aodant xe hd aut nt ‘qutton. ei igual : 
© are 7 
notin at oly eens a # 48 BARDS 


a | weitos't Ce toa ab qo fim h stip’ ‘ 
r ' ee] a 


Aeeeisarogaas yh RE “4 


a0tein hai? ets aa tiee- mane i ie ROH GO ae Ase a oe A, 


* + Sa) c 2 
“Sao Epe aoe tOBe 


eer 
9) 


Dr. 


A 


EB) 


rm 


Jer Wet Prey. 


-14,532- 


Now do you think that would be of any advantage to -- 

I cannot see any difference whether there be 150,000 

new nemes. 

It 1S nor /preventans, the’ sale of the product tothe 
public, we have agreed about thet? 

No it does not prevent the sale to the public.a 

And the only advantege would be that the jobber who did 
not manufacture the product would set uv business under 
his own trade neme? 

yes; I-nave no objection to him setting up business under 
his own trade name if his relationship with the Ethyl 
corporation is such that the public gets which it is pay- 
ing for. 

But if the Ethyl Corporation thinks that it would rather 
have it the other way there is no particular harm done to 
anyone. “Fiat the jovberiis selling the sthyl gasoline bust 
Lo temsolad under thetneme of the refiner? 

Me Omiyomerm- Cone,eis ib ie. harm, is thet the jobber whe 


eannot use the Ethyl name might be deprived of just thet || 


5 
: 


much advertising value from #thyl, Thet is the only thing} 


pach TRAPS 


_ Can ses% 

He has the ‘name Ethyl but it is -- 

Tt is somebody else's Ethyl. 

But it is someone else who makes the @thyl toot? 

Tha Gres tien =f Cannoy see, any particuler virtue inves 
refiner over a jobber.as a general class. Let us take 
the refiners who have a very large distribution. If 
you go into the States you will find large numbers of 
exchenges and they exchenge on Q and on Sthyl es well 
es Onvtenird. “do ‘net think that nice is anything wrong 
aboup thet Yrovidine thet whe company thal does the 


selling accepts the responsibility for the product that 
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is'put up for-sale. And if the Ethyl Corporation 
cen protect itself with the Neen: I cannot see any 
reeson,.or any more virtues in having £80 or any name 
thet you choose, Cyclo, or whetnot, than some other 
name. The important thing is that it is top grade 
and it bears the name fthyl. 


Well, Doctor, would. you go this léeneth: with me ther ar 


re) 


the ithyl Corporation have considered the matter seriously 
and prefer that the lithyl Gasoline should be sold under 
the name of the refiner that there is no ereat harm being 
done in this province et least, sither' to the public or to 
the Industry. 

MR. FRAWLEY: You see Mr, Chairman, that 
is precisely what is not so. Mr. MacKenzie says prefers 
tO have the gasoline sold under the name of the refiner, 
Now the refiner of Cyclo Ethyl in this province is the 
Imperial Oil Limited anu the refiner of Union Sbthyl is 
Th ered OL Limited % 

A Thet is one of those things where you can take it either 
Wayous tt mot. sit does not seem to me there is, ény logic 
there. Certainly there is no quarrel about Imperial Ethyl 
being. sc ld.46s) Union. 76.) 1 think that is the name is af 
not. 

Union Ethyl. 

A Union #thyl, and I cannot see thet there is anyone being 
aueaaae by taking this Imperial Sthyl and selling. itt 
under the name of Maple Leaf uthyl. Likewise, I cannot 
see that anyone would. be cheated if some jobber of respons4| 
ibility, who could meet the requirements of the &thyl | 
Corporation es far as integrity is concerned, and the 
other techmicel considerations which I heve mentioned, 


I cannot see any resson why thet jobber if he feels 


teN 
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that-it is of value to him to put so and so's ithyl 

i Cannot seso-eany objection to Lt. 

MR. FRAWLEY: Wow Dr. “Frereir thet: is 
ell with regard to Ethyl there are varieties of subjects 
nere 1 Would Vike to neve your views upon. One of the 
matters that the Inquiry is directed to concern itself 
ebout is the question of Montena imports. I would like 
to know from you whether or not you regard the imports 
from Montane as a healthy factor in the Provineial market- 
ing picture or an unhealthy one and generally to have 
your views. Because one of the things thet the Commission 
is asked to inquire about is the effect in Alberta of 
such importetions. 

iL do.not KnOW Whether 1% is healthy or not. I do Know 
tiges, there and the fact it is there is competitive. and 
insofer as this is a competitive system we ercnnot escape 
wie eltlecy of Lt, 

Do you think that it hes the effect of giving to the 
people within the competitive range, which is roughly 
described Southern Alberte, a better price for their 
petroleum products then they might otherwise have if 


there were ea complete embargo on Montana imports? 


(Page 14,535 follows. } 
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No. las Prey. ae, 
~ think the evidence of Mr. Cottle this morning was 
that there was a half cent difference in the base. 
Mat is rignt. 

At Coutts and in Calgary. 

That is the answer? 


And that quite obviously is the answer. 


r——— 


Now, 1 would like to have your views upon this question, 
Would the existence of an open tank car market at the 
Qeliegery refinery be a good thing or a bad thing in the 
Alberta’marketing picture? 

tf tnink it depends on what you mean by “an open tank car 
price”. 

Now then I mean this, I am a service station operator in 
Alberta, or a group of service station operators in 
Alberta, or a group of garage owners or whatever you want 
to call them, and I am able to buy, 1 think, about as 
much,at least,as the McColl-Frontenac bought from :‘r. 
Halverson in 1938, which was about 472,000 gallons. 

Logo t6 .¢. Halverson and I ask him to treat me the game 
as he would treat the MecColl-Frontenace and I ask 

him vo s621 to me at the refinery door in tank ears. 

Do you think the refinery shouls be accessible in that 
way to all buyers who are able to buy in tank car 
quantities?’ 


That would not be an open tank car price. That would be 


contract. 


Yes. Perhaps what I should gay is, do you think the 
refinery should be more accessible to the sellers of 
gasoline than it is at the present time? 

That depends upon the result you want to produce. 


I want to enable sellers to get a better price than they 
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are now buying at, which is the tank waggon? 

For whut purpose? 

Well, one purpose would be to give: them a larger spread 
and make competition more free and in that way probably 
bring down the price? 

To give them a higher spread to give away? 

Mo “give Bway to the public, yes. 

Have you any assurance they would give it away? 

T am assuming that if they were able to buy gasoline from 
ir. Halverson at 10 cents whereas uow they have to pay 
Mir. Halverson 164 cents, it would be reflected in the 
market price. Iam assuming that. 

ben Us examine what a tank car really is. 

Theat is right. I. only asked you to get your views on Tt? 
We have two tank car markets in the United States. 

Une tank car market is really hothing but @ nominal 
quotation on the part of the refiner to indicate the 
basis on which he is going to calculate commercial 
business and he names this tank car price. Now, that 
price is nov ror the re-selier. it was never even 
intenced for the re-seller. it) 2s intended. as a base 
for commercial contracts. Now, On one size of business, 
perhaps, the commercial contract is 1 cent over the tank 
car and another will be.a half a cent and another a 
quarter Sent; and ohne will be a@ quarter cent under or 

a half cent under or 1 cent under. That tank car ig 
only a point of departure for commercial discounts 

and the commercial discounts are even quoted. x think 
if we could pick up----it does not make much difference, 
that does not help me, but I could bring:you in a 


statement that I have downstairs of one company showing 
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the various percentage of gasoline that was sold above 
and below their basic tank car on commercial business. 
Ow, there is another tank car market and that is the 
spot market. The spot market, either in the Gulf or in 
Group 4 or wherever it happens to be, represents a 
quantity of gasoline that is not covered by contract. 

All wefiners try to cover their business, a8 far ea 
possible, by contract. Lt ig important Lor a rer ines 

to meve ahoassured outlet for his products. He bases 

ie operation upon the amount of business that he can 
assure to himself and that is the reason he makes many 

of these deals so that he can tave a dependable quantity 
of gasoline to run through his operation month by month, 
depending more or less on the general economie conditions, 
COnditions of the weather and so on. But by régeon of 
the fact’ that the refiner is,often faced with more crude 
than he has immediate use for, and he has committments 
tbagete Mim to that crude, if he breaks his ccommittmenus 
with the producer he may never get those connections back; 
hemias eae certain snounth or ‘erude that he 16 more or jess 
tied up with. Now, then, under those circumstances 

he will produce more gasoline than he has contracts to 
GOVEr. So that there is always a certain amount of 
gasoline that must be thrown on to the spot market for 
Mheateyer price it will bring. That mearket.is the open 
venk car market. It is a spot market based on the day 
fOuLeyestuuauitn Bs rezlected by the’ activities of ithe 
buyers amd the sellers in establishing the level of that 
market. Now, then, here in alberta under the pro-ration 
in Purner Valley there is. no particular occasion why 


any refiner should run particularly more gasoline than he 
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has occasion to use. He may have a little bit over but 

in view of the fact that the field will run at a fairly 
constant rate with not too much fluctuation he is in a 

DOSa tion to redegsnize that there is no.particular ewain 

in throwing that gasoline on to the market at lower than 
PHS, UOrMal Expectancy. He shad better carmy is over in 
storage until next season. Besides,it has another effect. 
It ne Can make his rerinery operation morc or less constany 
and build up his stocks in the off season and tear them 
a0wa in the high consumpticn season he has; @ batter ‘el) 
OVer yODSTeaLIen Of bis refinery in view of the Taou, that 
heveoes Not heave @ terrible threat in the wey of hot 

erudée or .erude that is produced far in excess of the 
tarket, and. there is mo occasion for establishing some 

SOL Econ dWipiIng ground tor excess pasoline. We can 
Vetter as LOriugO Carnie it. 

Now, sor.FPrey, .l, ferhaps, did not make myself elear at 
Bleep roas Leam thinking about is, is there @ desirability 
Olageulne the retaiter ol sacsoline closer toi the veri nery 
than he now is? That is what I am concerned about. 

L am concerned with exploring ways and means of permitting 
Se Retailer or gasoline to cul around), the middie man 

and take his supplies from the refinery. In this 

Province we have none of that and there is, as I understand, 
plenty of it in the United States. What are your views 
about that? 

We have a great deal of it in the United States. We 

have more volume to begin with. You take, for instance, 
trackside operations. DVaoksage Operations, except in 


possibly Edmonton and Calgary, would not be worth the 
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snap of your finger because there is not enough volume. 
Those who have made an extensive study of trackside v 
operations, which is one of the short cuts, that is used 
extensively in the United States, we will take a company 
like the Spur Distribuving Company of Nashville, Tennessee. 
They have more than 700 outlets, opérating on a trackside 
basis. I have discussed that at considerable length with 
Mason Houghland, who is the head of that organization, 
and I have it from him that they never have made ita 
successwin any town of less than 10,000, and 10,000 with 
the concentration of automobiles that exists in the United 
States. Now, under the circumstances that you have here 
with only three towns in the Province over 10,000, and 
with a distributing system to maintain over a very large 
area with very low density of population, it is perfectly 
Seg that the distributors in this area should do 


ee 


everyth ing that they can to ane ees the ay ee will 


answer for the whole Prov Lee. Inasmuch as Lethbridge, 
eee and sadmonton will ee for a very considerabie 
fraction of the total volume of business ahd ‘if there 
were serious under-cutting in Calgary, dmonton and 
Lethbridge by establishing these run arounds, the 
distribution for the entire Province would increase and 


the people in the more remote areas would be penalized 


for the activities of the trackside operators here. | 


cP Ee 


Thanks. Do you want me to go on longer. That is all 

I want to say about Pie pet! 

THE CHATRMAN: There is nothing in particular 
you want to start with that is very short? 

MR. FRALEY: No, i think not. 

TH CHALTRMAN : Then we will rise. 

(At this stage the Hearing was adjourned until 10:30 A. M. 


25th October, 1939.) 
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IN THE MATTER OF THE CUBIC. 
INQUIRIES ACT 
—and— 
IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 


and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—and— 


L. R. LIPSETT, ESQ. 
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MRe FRAWLEY: Dr. Frey. 


DR. JOHN W. FRY, having 
been recalled, examined by lir. Frawley, said: 

Q ore Frey, in Mr. Cottle's evidence yesterday, he tola us 
that the Imperial Oil had an investment in service 
stations in the Province of »1,192,000 and we have had 
evidence in this Gommission heretofore that, speaking 
generally, there is a failure on the part of the com- 
panies who own the service stations, to collect from 
their tenants,-well first of all we have had in evidence 
that the mejor companies lease their service stations, 
that you so understand? 

A Yes. 

Q And we have had evidence and speaking generally and 
except I think in very rare instances, the rents which 
are paid, the revenues rather which the company receives 
is not sufficient to take gare of the total operating 
costs, together with the necessary interest on the in- 
vestment involved in owning those stations. Now i would 
like to have your views on the whole question of the 
service station operation as it is carried on in this 
Province? 

A Ap Il recall Mr. Cottle’s testimony, the rent paid Sy the 
service station fails to remunerate the supplier company, 
in the gase of the Imperial, approximately 1.6 cents a 
gallon. [I do not remenber that he testified on that for 
the British American and I do not just remember whether 
it is in the testimony but it is my impression that the 


difference between rents and expenses in the British 
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American are very Binet to those of the Imperial. 

I think iir. Cottle has an Exhibit on the British American, 
perhaps he has gone for it now and we will just see what 
that is, no, I was wrong, what Mr. Cottle intended to filo 
with respect to the British american was some detail, some- 
thing not just on the point bdameae hel omy crab sy Soph khricl cohihe & 
right for you. tv assume that there is an-absorption, 

ap you call it, or a failure to collect completely from 

the tenant by woy of revenue all of the expm ses of the 

oil sompary by way of taxes, insurance, interest on in- 
vestment and so on? 

Yes, and it is about the same amount for the British 
American, as it is for the Imperial, is that right? 

wRe COTTLE: Yes, I think the absorption 
is very much the same, both as to the gallonage sold 
through the service stations and as to the rate of gallonage 
handled in the Province. 

WITNESS: May I add, lire Cottle, how is 
that with the other companies which have been examined? 

MR. COTTLE: The situation is very similar 
with practically all of the companies. 

WITNESS: All of the oil companies 
absorb about the same amount,-I would like to change the 
word “absorb", the difference between wmt they collect 

and what it costs them is about 1% to 1+6/10ths cents, 
somewhere in that neighbourhood. 

Mie VOD ue. Yes, in that general 
neighbourhood, between 14 and 12 cents per gallon on the 


throughput of the service stations, 


WITNESS: . On the throughput of the 


rt 


’ 


aa 


a - 3 
tec 
aj aos 


= Lt : 
C3 ) 

a aS " 
3. ue 
4 

ae i = 
. a 

+ ‘nae 

af ain 
ade - 
¥ 

‘ ee 
so) -! 
LA 

ae oat, 

Cs, as 

Tig he 

2 —F i 
- ton 

: q 

= e mys 

¥ 7 
nt a 


‘ 


Sea ‘ 
c < et 
q o 
= % <2 
2 ~ (9 ; 
Ps ne tees 
- ~~ ; = 
le os 
Sj 
‘ << d eet 
5 re = = 


igs a 
j 
oe 

, 
ad 


+ 


. 


€ 


yo = 
ie ae 
pay hey 
. t- 
=] Pe . 
<= 
once 
se at 
ay : ane 
= 2 : 
3 
wd 2 Ms 
se fee Si 
s = 


~ 14,542 + 


service eet one. 

MR. COTTLE: Yes. 

The first thing that I should like to comment on is that 
the same situation exists in the United States. We do 

not know for the country as a whole how much the difference 
is but we do know thet service stations fail to pay in the 
form of rent what it costs the oil companies to maintain 
them; in fact many service stations operating in the United 
States are clearly on a nominal rent; there are instances 
where service stations on an economic calculation of 
rent would possibly cost the companies in the neighbour- 
head of #100 4 month, where the rent derived is say gl0, 
just a nominal figure, and of course that varies in part 
with the desirability of the station. 

Now there are two ways to 
look at that problem; one is to consider the situation 
from the standpoint of the oil companies as having estab- 
lishec these service stations for the purposes of dis= 
tribution and recognizing in that that there not only is 
a desire to secure a fairly definite outlet in gallonage 
Sut also to consider that the service station is more than 
a place of service; in addition to that it establishes 
standards for service station performance and it also 
carries with it an advertising value. 

There is another way of 
looking at these service stations and that is to assume 
that they are, that the oil companies are in the position 
of Landlord, in which they are in exactly the same pos- 
ition as any other landlord renting a place for merchand~ 


ising purposes. 
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If one tekes thet point of view then the rent which 

does not cover the total cost of maintaining the service 
station can hardly be called an economic rent. If the 
service station had to pay this additional lé¢ or l2¢ 

rent it obviously would have an effect on the cost of 
Gistribution. Jt would reduce the cost of distribution 
beceuse that element would not be in the cost. Now if 

you. calculated only in terms of the filling station bus- 
PeGo mw wOuld aeppaar taatethe: l.6¢9, 1.5 or 1,75, on 
whetever it ‘happens to be, that is not recovered ig a 

Vory SsubestanG. al cost in the retell distribution. ‘But 

all compsnies do not teke that point of view because to 
them it 1s e frection of the total gallonage and they 
SGebculeate GhS Cost in. terms of their total distribution, 
That is the typical oil company point of view is to sey 
thet their gallonage is the sun of A plus B plus C plus 

D @nd so of and thure are varying items of expense in 
A,B,C. end DP ea0 S60 on, and therefore the filling s¥ation 
Operetion is one that is not segregated in the actual 
consideration of their volumetric picture. 

But swinging back to the streight landlord base in which 
the company would act purély es a londiord - which, from 
the stendpoint of the oil companies would be a pure fiction 
- the difference between the rental received and the cost 
of operation showld be »passed on if possible to the filling 
station operetor. That would have a number of effects. 

A filling stetion operator faced with an additional expense 
would have to add more to his cost of doing business end 
consequently extend his mergin in order to cover the add- 
itionsl rent Some service station cperators would not be 
in a position to do thet and consequently the inevitable 


laws of economics would destroy some of those filling stations 
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and probably in the long run there might be some chenge 
in the opercting costs by reason of the fact thet some 
of the stations would be more productive then others. 
But viewed from the standpoint of the oil companies there 
then would be a capital loss in the’ form of the service 
stetions abandoned. It seems to me that part of the 
problem is teking out of oné pocket and putting into 
Sorters inore sre probably more Pilling stations then 
nevereary. “Where probably hes been duplication .* Tido 


NOU 1Geleprepared to say how much duplication and my 


& 


intimete knowledee cOneernine even Celgery is nou sut- 
Ticrent, 7O, be eole to go around the streets and point out 
and say this service station is necessary and thet one is 
Cou, (-Uhie duplioaiion in terms of the total coet to the 
Provines 12s ,according to the testimony given, 6 relatively 
small percentege of the total. Since I do not recell thet 


= 


figure execuly T would like to ask Mr. delverson what it 


does represent in the totel distribution. 


MR. HALV@RSON: -91G less than 1% of our total 
6xpenditure. 
DR, ERY: Less then 1%. Po you remember 


it. aller wheat 16 is in your cage. 


MWR. MILLiR: lL think ours would be fairly 


comperable to that, 


DR, PRIX: Very comparable? 
MR. MILL IR? Yes, probably lecs, 
Mas .COPTL:: When you -say of the total, 


Dr. Frey, or Mr. Helverson, do you mean of the totel freight 


and everything else. 
MR. HALVTRSON: Exactly. The price at which 


we cen sell our product depends on the rew nuterial,manufactur- 
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ing, trensportation and marketing, and in that total 
expenditure our absorbtion - if you want to use that 
word - of service station cost of %50,000 and some odd 
do liers is, 281% of lese than 1%4.. Tteis the cverall 
cost thet determines the price at which we can sell to 
the public and in thet overell cost the service station 
is less then 1%. 

A Now looking at this thing another way cnd that is why 
companies even if they were landlords might not recover 
the entire difference between whet it costs them and they 
receive in rent, we would have to assume that there had 
been no mistakes in the location and construction of the 
service sta*ions if we wers to assume thet there were no 
justification for the difference between the rent received 
and “ine coat Of Operetion., Ll think this is a principle 
that aeoplies to real estate gensrally. If | build 4 sture 
for 61,000 and according to the community, let us assume 
thet the rate of return on the investment, plus depreciation, 
plus upkeep, taxes and so on, would entitle me to 10% on 
my investment, My rent then should be 51,000 a year and 
Hevine DULG thet Tor myssili -- 

MR. COMMISSION .R LIPSETT: Just for the record Dr, Frey, 
the rent would be »l00 per year would it not. 

A Pardon me, “3100 per year yes thet is right. It would be 
S100 per year instead of 1,000. I em sorry. Iwas thinking 
of $10,000 to start off with and went down to 41,000. It 

Q Tt was just to put the record right. 

A Yes. This »lOO per yeer seemed to me at the time I made 
the investment in the property perfectly reesonable and in 
line with whet I expected thet store would return. But 


conditions heve changed. Perhaps a new bridge has been 
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built, the highway has been changed, a small factory 

that was in thet part of the town :s now closed down. 

Many things might happen to either change the aspect 

of thet thing es an investment up or down. Or perhaps 

T am forced by reason of the fact that the original 

renter had to leave town or something else of that sort, 

to dispose of that piece of property for what rental 

I can get, and the best thing that I can do is #75 in- 
stead of emleren Now when I take the 75 I may be only 
eovering 6 Traction, in fect 1 am only covering 6 Traction 
of the costs and I am faced with the possibility of what 
to do about it. Well thet is the best I can do and that 

is whet I teke and as a landlord I think that I em entitled 
Tosrsnweulay fOr Whee 2 can get, even if it is not possiole 
for me to get-an economic rent. Thet would be the position 
of an independent landlord who has no relationship to the 
type of business or the nature of the product sold in thet 
particuler place being rented. Would you like to have me 
develup thet any further? 

MR. FRAWLEY: I had some questions, and 
perhaps your further observations might come out in my 
questioning, if you will just excuse me e minute. 

MR. COMMISSION:R LIPSETT: Theat 1 llwstravicnoOr. rey. 
thet applied to the case where the original investment was 


sound from ooth points of view, both the landlord and the 


COLL company ? 


Yes Sir. 


(Page 14,547 follows) 
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And that circumstances then have altered, which made it 
not as good an investment as it previously was; would 
that sover the case of whether the original investment 
was unsound from the landlord's point of view opposed 

to being BB uit from the point of view of the company 
desiring to increase ita turnover? 

Well there is this to he said about the difference be- 
tween a pure landlord and a landlord who is interested 

in the product disposed of by the merchandising estab- 
Lishment and that is, in order to secure the kind of 
property which he wants, in the matter of location and 

in the matter of equipment. improvements and so on, he 
may calculate that he can afford to take a lower rental 
than a landlord who bears no relationship with the product 
being sold in that particular establishment. 

THit CHALTRMAN: To me, that is not the dif= 
ficulty which presents itself, as to whether or not one 
should demand what may be texmed an economic rental but 
rather that it is devious means of one company giving 
something more to its agents or Yt. en mens to get hin 
away from another company. instead of the usuai spread 
that all companies recognize that he is entitled to; in 
short 4 bonusing through the medium of service station 
rentals, while asserting to the others that they are only 
paying the agent so much and all very uniform and very 
nice, and then behind the scene a game is played in con- 
nection with the rental of service stations or the im- 
provement of the service stations or the providing of 


facilities with which the service station men work; what 
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are your views as to it being good for the industry 

that there be some uniformity about it or that it be 
Open and disclosed as to what the large companies are 
doing on the part of the service station agent; at 

least that is the thing that I get out of this dis- 
cussion of the service station question? 

Well first of all I recognize there is no uniformity as 
from station to station with all companies; there may be 
a fairly uniform policy in one company hut it is not 
necessarily the policy of another. 

Wow one may pay rentals on 
galionage: another may have some other basis for determ= 
ining that rental. I say that it is not a problem that 
has just been found. It is one which became very con- 
spicuous in the United States immediately after the 
adoption of the Iowa plan in 1935. Of course you here 
have never had anything but the Iowa plan but up until 
19385, over a period of appreximately teu years, in the 
United States there had been a very extensive develop- 
ment of lease and agency and there also had been an ex= 
tensive development of service stations. Our service 
stations, the growth in the United States outran our 
demand by a very high percentage-Cver the ten year period 
in question the service station increase was in the 
neighbourhood of 20% a year whereaf our consumption 
aurve moved upward at approximately a rate of 8% Oo year. 
The consequence was a continued dilution by the addition 
of service stations, that is to say with the number of 


service stations' curve rising and the total consumption 
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not moving ahead at the same rate, there was less and 
less distributed on an average through each station 

but on top of that all stations were not equally aver 

ful, sod the average did not represent the actual sit- 
uation over a lot, a very large number of stationrs. 
The more aggressive, better located filling station op- 
erators, the ones doing the best jod of merchandising 
wertt ahead of those who were doing a poorer job. 

Now so far as,-well let us 

take the next step,“in 19355 came the Iowa plan. 

Q MR- FRAWLEY: What is that for the record, 
Dre Frey? 

A Well under the situation before 1935 filling stations were 
operated very commonly on an employment basis. If the 
Gompany owned @ filling station it usually had a paid em- 
ployee in that station anu those stations that it did not 


4 


own were usually held on lease and agency, that isto say, 
that the person who owned the filling station leased it 
back to the supplying company and the supplying company 
leased it in turn to the operator of the station, who 
very commonly was the owner. and then there was another 
contract concerning the exslusive dealings in that 
Station. Now with the Lowa pian the lease and agency 
was almost completely abandoned except on the West Coast. 
Fast of the Rockies you find very few instances of it 

and what instances chere are are hangovers and the 
stations owned by distributing companies were rented, 


following 1935, to the proprietors. The change took 
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motel ears 19) 
place very rapidly, almost violently, with the result 
that there was not much opportunity to choose pro- 
prietors. The companies looked around for the best man 
they could find and quite commonly found that the best 
man was perhaps the manager of the service station as it 
existed prior to the lowa plan. Now they were faced with 
the problem with what to do about rent, and while I never 
had anything to do with the establishing of the rents be- 
Gause this change took place after the code was nullified 
by the Schecter decision, I had a great deal of dis+ 
cussion with marketers as to what they were going to do 
about ite One of the leading marketers in the middle 
West for example said that he thought that they should 
so with respect to their property as a landlord and of 
course there was a serious problem as to whether they 
should take the depreciated value, the original value or 
the replacement value fr the determination of that rate 
of rent. They said they also recognized that they had 
made mistakes and that they had a reasonable number of 
what we called dub stations, down in the wastern part of 
the country, Phat is, stations thet failed to return a 
reasonable rent simply because they were badly located 
or poor stations for one reason or another and they felt 
that they had been dogged, they had been dog stations, 
and of course they were-desirious of getting rid of them 
as rapidly as they sould but recognized that they could 
not proceed in any violent fashion, so the question of 
adjustment of earl back then on some sort of conm- 


promise between some sort of a value which they ultimately 
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arrived at for the station as a property and actually 
what the station was doing in gallonage and while it 
did not approximate the gallonage entirely, they 
charged in the neighbourhood generally of a cent a 
gallon to the service station. 

Now that was all right to 
start off with but another company took a different 
point of view» They said these service stations are not 
for the purpbse of rental at all. We are not landlords 
and we are not going to kid ourselves about that. We are 
out to get gllonage and the rental is not important. We 
are not going to try to capitalize our mistakes and we 
will charge a nominal rent and proceed on that basis. 

I mention only two. There 
are many other varieties in that situation. Well it is 
quite clear that there is competition in rentals as 
there is in other things and as the news passed around 
within communities that one company was paying, was being 
paid one thing and another company another and so on, the 
tendency was for the filling station operators to exert 
all the pressure they could on the person who was getting 
the closest to the economic rent, dragging the whole | 
thing down towards nominal rents and you will find that 
that situation existe to a very considerable extent to- 
day. 

va that was not a deliberate 
attempt on the part of the supplying company to give any- 
thing more to one of their renters than to another, that is 


within the same company, but by reason of the difference 
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in policy of the companies, the whole rent structure 
tended to be degraded. 

Q MR. FRAWLEY: Dre Frey, I want to call 
your attention to what I think are very interesting 
figures, these four figures, the investment in service 
stations, according to Mr. Cottle'’s Exhibit "580", no, 
not ire Gottle's, the Imperial's figures, it is the 
imperial Oi1*s Exhibit "580", the figure is 61,192,000 
and the company enjoyed a throughput through the 
stations represented by that investment of 6,429,000 
gallons. Now just if you look at the balance of the 
investment, which we will throw it all in and say it 
all belongs to the rest of the gallonage, it is 
©998,000-some of which might perhaps be added in to the 
$1,192,000, but let us say it all goes against the rest 
of the gallonage, that means that you have $998,000 of 
iuvestment vresponsitle for 18,121,000 gallons of gal- 
lonage, less than a million dollars is responsible for 
18,000,000 gallons and almost 2,000,000, no, one million 
one, is responsible for only 3,429,000 gallons, what do 
you think abous that, Dr. Frey, something out of balance 
about that? 

A The 7OO and some thousand dollars---~ 


900,000, practically a million, let us say a million, it 


cD) 


is 998,000----~ 

MAJOR LIPS#TT: mre Frawley, just before 
Dr. Frey explains that, can we get exactly what the 
figures are, you gave the figure of $1,192,000. 

MR. FRAWLEY ; YeSe 


WAJOR LIPSEUT: Nhat i8 that. 
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MR. FRAWLEY: According to the Exhibit 


"O80", that is the investment in service stations. 


MAJOR LIPSETT: In all service stations? 
MR, FRAWLINY: The Imperial Oil Company's 


service stations, just under the heading "Service 
Stations", 
MAJOR LIPSTT ; and that gives through 


those service stations a thrnughput of 4,429,000 gallons. 


WR» FRAWLEY:” Yes, 6,629,000 galions. 
MAJOR LIPSETT: What is the other invest- 


ment of $998,000? 

MRe FRAWLiY: That is simply subtracting 
the 1,192,000 from the total marketing investment. 

wAJOR LIPSETT: And what is the 1,192,000? 
wike WRAWLEY: That is the service station 
investment I just gave you. 

MAJOR LIPS#HTT: Wait a minute now, the first 
figure you gave me was 1,992,000? 

Mike FRAWLEY: No, bk, 192,000. Hea otlLy ot 
dB drilees Itty) OOOO « 

MAJOR LIPSETT: That is the investment in 


service stations. 


MR. FRAWLEY: Vess 
MAJOR LIPSETT: Now there is 998,000? 
WR. FRAWDKY: Which is simply the figure 


taking away tae 1,192,000. 
MR» COTTI i: It represents the invest= 
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ment in main and sub-stations, identification signs, 
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steel barrels and so on. 

wRe FRAWLEY: Let me give you that 
again. It represents the investment in main and sube 
stations, barrels, identification signs, you might say, 


Mir. Commissioner, it is everything else on kxhibit 


WHSsOt a 
MAJOR LIPSETT: Yes bute--- 
Whe PIRAVLEY : The gallonage you have 


is 18,121,000. 

MR. NOLAN: Now may I point out, 

Mire Chairman, that this investment in service stations 
is opposed to the investment in the other part of the 
equipment, the delivery and bulk stations. There is 
much more depreciation in that figure of $998,000 
than there its in the figure of ©1,192,000. 

wR HARVIE: “wo-thirds has been 
written-off by depreciation. 

«Re NOLAN: On our original invest- 
ment, sir, of $1,257,000, the original investment in 
service stations, as you know, sir, now, the price, 
the figure whivh has been given you now is the de- 
preciated value of the $1,192,000. 

MAJOR LIPSETT: | How does that work out, 
Mr. Nolan, is it necessary to have so much extra de- 
preciation on these service stations. 

wR. NOLAN: It is all on the length 
of life» These service stations are newer and have 
been in use for less time than these older items, such 


as the bulk delivery stations. 
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MAJOR LIPSETT: There .is more depreciation 
written-off them, is there not? | 

MR. NOLAN: There is more off those 
because they have been in use longer. 

wits FRAWLIY: There is, the two figures 
are there now and the Commissioners can see them both. 
it seems to me I am dealing with facts, there is a de- 
preciation in the country equipment and that presumably is 


not so much a€ the depreciation in the service stations. 


tiie HARVIE: You are dealing with book 
figures. 
WAJOR LIPSHTT: Is there not some deprec- | 


lation in the service stations, is that wrong? 

Mio FRAWLEY: No. 

MRo COTT Ln: Wo, the service stations 
are depreciated from an original cost of cl. 357,000 to 
&1,192,000. In the service station investment of the 
o1,857,000, $520,000 is land whereas in the main and sub- 
stations of the total original investment of $1,950,000, 
land was only $131,000 and land of course is not de- 
preciated in either case. 

Mite FRAWLBY: Now we have the both 
figures and it‘is simply a question of whether or not we 
are concerned here with depreciated figures or original 
figures and if the fact is that there has been a de- 
preciation in the country equipment, because they are 
longer lived, all I am calling attention to is the fact 
that the gallonage which went through, the bulk of the 


company's gallonage, went through equipment and plant 
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which had an investment figure,-depreciated of course,- 
of about a million dollars, whereas three million, a 
small amount compared with the 18 million, went through 
service stations which had a value of 31,192,000, this 
is at of 1938. Now those are the figures, and I sug 
gested to you a moment ago that there seemed to be 
something badly out of balance there and what do you 
say about that? 

Is not the balance, the difference in balance Largely 
due to the difference in the age and the nature of the 
distribution. There, definively looking at it from the 
standpoint of cost of throughput through the hulk etations 
as against the thrcughput through the filling stations 
which are less depreciated, the throughput cost is 
obviously very much higher through the filling stations 
than it is through the bulk operation but I do not know 
the year in which the Imperial started to put in bulk 
plants. 

TievouPnuCsnu0L, 22 1 fight interrupt you bo cal’ aticn= 
tion to something which Mr. Cottle has just called my 
attention to now, even using the new figures there would 
appear to be,that the cost of throughput in the country 
Bigtions,is.2s times the cost of putting it through the 
service stations? 

No, that cannot be, can it. 

The investment in assets other than, marketing assets, 
other than service stations is @6 times the assets in 
service stetions and, the gallonage I have given you, 
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A But I thought the figure was a depreciated figure. If 
you had approximately the same amount in bulk as yeu 
had in filling stations-<--= 

Q No, but in the investment? 

A In the present depreciated investment. 

GQ Yes, out [ am comparing it with the gallonage which is 
oe GON & 

A 18 to 6, that is to say that, I don't believe I got 
that. “ 

Q MRo COTTLE: The 6,429,000 gallons 
were sold through service stations and the balance wes 
sold through pulk stations, that is what iir. Frawley 
is saying? 
wiRe FRAWLEY: 18,121,000. sold through 
bulk statlous-——- 

MRe GOTTLE: The figure is slightly 
jess than 18,000,000 because there was some gallonage 
sold to dealexs. which aid not go through the bulk 
stations. 

A In other words, assuming you had the same amount of in- 
vestment in each. there were six times as much gallonage 
through the bulk plant per dollar invested as there was 
through the filling station per dollar invested. 

@ MR- FRAWLEY: Yes that is it? 

A In other words it costs Bix times as much te put the 


stuff through the filling stations as it did through 
the bulk plants, in terms of rent, as an item vf de- 
preciation on bulk plants on the one. hand and filling 


stations om the other,.is that the correct inference? 
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MR. COTTLE: In terms of value? 
In terms of value. 

Yoo, nov tent, in terms of eae 
Well it seems to me that about the only direct in- 
ference which I could draw from that is t the fact 
that we have such hefore us and that it did cost a 
great deal more in terms of economic rent through the 
filling stations than 13 did through the bulk plants. 
Now you have said that there are some unnecessary 
service Stations but you did not care to gc around and 
say where they were or how many there were? 

I have not any doubt but that a smaller number of ser- 
vince stations could serve the public adequately. Now 
Lam not talking about any one company, I am talking 
about service stations 28 a whoele. 

Yes- Weli now if you subscribe to the theory which I 
have put to you, would it not tend to bring about a ree 
duction of unnecessary service stations, and what I am 
putting to you is this, why should the companies no; 
continue through the Logical consequences of what IL 
suggested to you is the position in law, namely, the 
relationship of landlord and tenant and insist upon 
collecting from the tenant the economic rent. Now IL 
would like to get your views on that, sc perhaps I 
aietid pursue it further and explain to you what I have 
in mind so as to get your views upon it; if a company 
insisted in collecting what they should collect, that 


is all of the outlayplus a return on investment, then 
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they would be looking to the property, to the tenant , 

to obtain for them a return on the capital invested in 
bhe Bervice.piation,.that is right,. ie. it not? 

Yes. 

If they did that then we might write out of the capital 
structure, insofar as the return on investment is con- 
cerned, we might, out of the volume of gallonage, we 
might write out of the investment, the investment they 
have in service stations; that would be the next logical 
Step. WOuld it not? 

an that they should write out of the investment, no, 
they would still have the investment but they would have 
a different return on ite 

Let me see that I put this to you clearly; what I am 
suggesting to you is that they should iook to the 
property itself for a complete return on the investment 
there, without the carrying charges? 

I see what you mean, that they now are not going to op* 
erate it as an oll company but they are going toc es~ 
tablish another company called the A. Be Cs» land 
company » 

Well gf you Like? 

ALL ri gents 

Then that would be taken care of out of the service 
station revenue and if that revenue was not enough, then 
the esxvice station would cease to exist as such, that 
is correct ia it not? 

Well then first of all I am going to have to assume 
certain things which may or May not be true. You wont 


me tO assume first of all that they are a pure renting 
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company, that they have no other interests than rent 
and that their interest as marketers is not there at 
all and then you want me to set up a land company to 
Cperate outside of the capital structure of the 
marketing company, I am to do that‘ 

Q Vem, 12% Me perhavns put it this way, 1 want to ses 
where we are led to by applying the logical conse- 
quences of insisting upon the oil company being an 
oil company in every sense of the word and that is all. 


I want to explore that with you to see where it leads 


us? 


(Page 14,561 follows) 
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AlIoTiLent, and’ tz am accepting your scsumptionswithout 

commenting on whether or not I think they are valuable. 

Well,@ll right. | 

The first thing would be that the lendlord would try and 

recover the economic rent, Teen ie site ones thet he cannot 

I 

recover the full economic rent. You say thet he must or 
else, 

Yes, ! 

He Wuset or elset 

Yes. i 

BUL she Hes a number of properties hesn't he? 

re Bi 

herisc eon Titty pieces of property or 100 pieces of 

propery end the first thing, his first move will be 

to see whether he cannot get thet full economic rent 

out of the best properties thet he has. Some of them 

will yield the full. Now there ere some more that 

wontt yield as much end without going through an elaborate 
moMver Cli svepe eo vO tne difficulties. of the return, then 

there will be some thet we will say won't return anything. 

Now of course those thet won't return anything probably 

will Ge closed up end by reason of the fact that they will 

be closed up probably those thet were in the nesr economic 

Fant bositiom@imient be in a little betier position in. cer 

tain circumstances. It does not follow thet they would be 

beceuse it might go to those who were really paying the full 

economic rent rather than to those who were only paying 

partial economic rent. But the tendency would be to drive 

out the marginal station . Now the question of the absorb- 

tion of LOss of capital value is another problem, and it 


seems to me thet as oe real estate company they would try to 
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absorb their loss of capital value in those stations 

thet are pushed out by re-capitalizinge as much as they 
could on the better locations, assuming that they will 
stand more economic rent by reason of the fact that they 
have pushed out the marginal ones end that the same has 
heppened with other companies, Now then if that were the 
case and this compeny were operating as a pure real estate 
company @nd not an oi1 company, it would follow too that by 
lifting that capital out of the class of investments and 

by lifting the eost out of operating expenses that the 
through-put would be, for the oil €ompany, Less by reason 
Of tne fact that ghey were not engaged in this type or reat 
estate operation. it say that is the consequences of the | 
hypOthesis which you asked me to assume without any question 
Seto ite validity. 

Dive eye sscusuS see if i cannot -— 1 dere sey like smost 
ail other problems in this industry it is not any too simpis, 
i jee all sorts of complexities, Bul if 1 tad tasters 
property over on Sth Avenue and I cannot get a tennant in 
There Who will pey my out of pocket expense and interest 

on my investment I have to let him go and try to get some- 
ody 6lec. If 2 get 2 succession of tennants thet cannoy 
do any better then the first then I simply close up the 
property and it becomes vacant does it not? 

THE CHPIRMAN : | is thet Tra ebt? “Or event 
vou foul e store Tull of goods, they ere your, goocs end 

you want somebody to come in and sell them for you? 

MR. FRAWLEY: But, Mr. Chairman, it seems 
tO me tuere 1s 8 delientruk inconsistency in the oil) oO nm- 
panies just arising out of thet question . On the one hand 
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Frey says. But when you suggest that they could do some- 
thing, thet they may interest tihemeelves in the retail 
mergin they say, "Nothose are his goods, He is selling them, 
thet is his busihessi we dare not tread on his property 

and tell him what to dot That is one thing that arises 

Out OT this, t is awfully difficult to know precisely 
what the oil comvany is with r2gerd to the service station. 
In one aspect it is the nan selling his own goods just like 
@ jeweller selling his jewellery over in the store on 8th 
Avenue. Then I quite agree there is the other aspect where 
they say, "We hava all our goods in there. We ere anxious 
to sell them. They have our brand name on them and we 

are anxious to sell those goods as égainst everybody eisé's." 
Nevertheless they are operators beceuse surely it doses seem 
vo Mes lwwisy adit rioul. thing to just reduce 1% torts 
simplest term =~ 

THE CHAIRMAN: As it strikes me it is not 

a straight rental proposition. There is no way it can be. 
The anxiety to sell goods is the important thing of the 
moving person of the two namely, the oil company, to get 

its through=-put, its turnover. 

MR. FRAWVL SY: Se woule say -= 

THE CHATRMAN: | which’ has a direct effect 

of what you’ are doing ebout rentals. So I do not ‘think 

you can make it into a Land company as such. 

MR. FRAWL2Y: | I 4m strivine to understand 
this thing eg well as L can beceuse I have an object in view 
to see if there is any possibility of taking something out 
Of the Gepitel structure. There is no question about my -- 
THE CHAT RMAN: Might it not be thet the 


person who wishes to sell the oil might let the person 
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selling his oil have the premises for nothing? From 
the standpoint of a real estate landlord that is obviously 


absurd. 


MR. FRAWLEY: Yes. 
HS GEOATRAAN : But from the standpoint of 


One Who Wiehes to sell oll it may be very good business. 


MA. i RAWTT Y: Theas 16 true; But Mr. Chetrman 
(ier ie the other sidé of the picture. 
TE SCE AL RM AN Is it a means - I do not 


Mowe OL cOuUrse 2s °1One eS you Taink Seriously of 14 
bun. t.do net see how it can be eéid or it would be semsEpie 
joeeey  ieaEe people With ja product to sell showld at alt 


Liiee ene Uieer all Circumsijences eet a repsonetble return 


Co Gie money invested in the property when they mienu 


Dojecers BoouL buet ev all. It might be, trivial, What, 
(oes tikes) me is, a8 1 bave heard the: evidence im fais 


Iiouliy BOUCHINng Upon This metter, is that the services 
Sie 0ce are used a5 & meens of SeECcréy price cuviineg. 
lene (Ous COmpeny wents vo drop the price OF oa. ale 
Pieteawe Oller companies Know about 1b and it ie Tine: 
Theb is open and above board competition. But this play- 
De A00Ut With Service Stations to give oné service 
station an advantage here and there and take it away 
Crom sootier eompeny, 1 all seems to Me as sory oF 
underhand, picayune and petty way of doing some price 
cutting. 

Mas FRAWLAY ! Well thet 1.6 Tar. rom 
Unimpontant.. That is a very important angle of it. 

Sit sit aweems. to meauf they stood on their own. Test 

Some. Oo. 1iese Goines might cure themselves. IF 1 whey 


follow through whet is in my mind and see what it leads 
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Wr, F.. N. eoey 


to and I.think I cen do it in a discussion with you Mr. 
Chairman and it will aie but Wheat Issa Namvyiuindss best 

us put eside for the moment the very important things 

you have suggested, such as the desire of Mr. Halverson 
end Mr. Miller to get gallonage and sell their own goods. 
But let us start out on the theory thet there is something 
wrong about bonUusing that tenant to keep him there. Let 
me TOL2OW a teEArouen Lo ite logical conclusion; «The in- 
efficient stations would drop out of the picture. There 

is e feeling’and Dr. Frey says there are too many stations. 
Poere lisne wide spread or: feeling on the part. of the un- 
imformed public thet thet is whet is wrong above all things 
with the oil business. It seems awfully difficult if not 
impossible to Tind out how to scliminate that., Whosisnto 
come in end sey. now in this complexity what 

stations ere.to be removed by sdict of law. But.if.some 
such theoryies mine were accepted it sesms, to méy and 
VOUece Ww WIS cen bkels, jou, let, things take thelr orainery 
economie course and there won't be a station on that 
corner. Now somebody hes to be there with some sort of 
Licensing power to see there is no duplication permitted 

by. some other..company. Surely it would be elosed, on my 
theory. There may be attendent demage in the merketing 

of gasoline. There might be attendent loss of gallonage. 

I am quite frenk enough to say thet following my theory 
fhrough £0.its.logical conlusion there will be some stations 
dropped out, if this bonusing stops. If they have ho firop 
out then presumably thet gallonees will grevitate to the 
hore efi iLedent sslvandonrs end im the lobe rumvtnen.there 
should be more efficiency put into marketing until those 


stations that are rejected - because surely when Dr. Frey 
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says there are unnecessery service stations although he 

is uneble to say where and how many, but as long es he 
accepts the principle thet there ere too many service 
stations then that is an evil,. that word connotes some 
evil, some extra cost somewhere. I em only seeking by 
running this thing down to its logical conclusion to 
eliminate some of these unnecessary stations, It seems 

to me it is the only way in the world they will ever be 
elimimeueds Thet is one of the things that surely muet 
receive consideration and I em sure it will from the 
Commissioners, 4re there too many service stations and 
see if anything can be done to eliminate the unnecessary 
units. 

THE CHAT RMAN: Supposing that were sound, 
where would we go next® we would have an Inquiry into 
first whether-or not the investment in all service stations 
was a prudent investment end then as to what is the proper 
rate of return on that capitel invested. 

MR. FRAWLEY: You mean in the required 
number of service stations? 

THE CHAT RMAN: If we accapted your view (1) 
that there ere too many service stations and (2) ea 
practical method of eliminating them must be found; and 
(3) that..that »rsctical method is to insist upon oi. 
companies, as landlords, getting a proper return on 

their money invested in service station properties; 

the next step surely is to see what they have invested 

and whether it might be called a prudent investment. Or 
are you going to take totel investment regardless of 
whether it is prudent or wild-ecatting in oil stations? 


MR. FRAWLEY: Whet I suggest is, if I 
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Dr e as W e Frey 


am thinking of what you are thinking, Mr. Chairman, that 
these stations thet have fellen out fall into the unused 
property clessification and the companies are not asking 


any rate. of return on unused property. 


THY CHAIRMAN: is that a complete loss of 
capitel? 
MR; HARVIS: whet company is not asking 


any revuurn & 


t| 


MR, FRAVLAY: It am accepting Mr. Gottle' 


calculetions of yesterday and he deducts from the company's 


(Sy 


6pival structure the dollars investéd in unused property. 
Thet is where I em leading. 

THE CHATRMAN;: All right. They lose the 
eapitel and then the Commission would be asked to deter- 
mine what is a fair rate on the capital that is left? 


MR. FRAWLEY: Oh yes. 


THE CHAIRMAN; And that has to be divided 
up among the various stations to see what is the proper 
return on the money or are you going to capitalize each 
Stetion and say, “You must get some rate of return on 
TLE Ug 

MRR. FRAWLEY: Teke eny amount of money 
you like, say e¢ million dollars comes out of the capital 
structure as presented yesterday by Mr. Cottle, on which 
Mr. Cottle ssid they make X percent. If thet were deducted 
then the rate of return on the lessened capital would be 
X plus percent and I would have something more to talk 
about by way of increased profits. That is the logical 
consequence of what I am submitting to you Mr. Chairman. 


THE CHAIRMAN: That is to say that some 


law be created whereby they heve to clese up ori. 
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Opercte e¢ service stetion «et = certain 

rate of return on their money. Does it lead to, as a ‘ 
practical thing, to rscommending thet a law be enacted 
under which.no service statisén can be operated by any 

oil company which does not Dey a rental that provides 

an edequate return on the capital invested in that service 
station, Is thet whet it comes to? 

MR. FRAWLEY: Tl think thet 23 whet 
comes to. And in your reasoning, in your judgment, there 
would be en eliminetion of those properties which have 
ceased to exist or the ones which could not.stand up and 
We Would Write oft out of the capital structure.) That 
would then lead one into there being not too great a re- 
turn and I would still have to argue thet the amount of 
return on whet wes Left was too much. Then after that 

is written out there may be still only such a rate of 
return which you would say wes only feir and reasoneble. 
But Whet Fam Striving ©o do is eet thet rate of return 

to a figure that I can exemine it send see or suggest that 
probabiy thet increased rate of return is too highs That 
is all. My friends will argue very strenuously themselves, 
even accepting my argument to this point, thet that rate 
of return on thet capital structure that the rate of return 
12 not FOO Digks “But it fas the result of increasing the 
rete of return on the capital structure thet is lett, You 
say the ultimate consequence is the passing of a law. I 
Simpy eev vou ttien are .eble TO says . “There .is too 
much money being made." How many dollars being made too 
much? So many thousends of dollars and that is applied 
ageinst the product « That is where we are leading to 

of course. Just ss we were with Dr. Brown when we asked 


pr. Brown whet the effect of reducing the rate of return 
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from what he thought was right to what the Commissioners 

might think would be right, if they believed thet too 

much, end it resulted in so-many thousands of less dollars, 

Whi ecbisereDiqcted cinythe reduction of the orice? the place 

Where the company gets the money. 

WR, COMMTSSTONGR LIPsetTt: Might you not be working an 
injustice from another point of view. There may be a couple 

of companies in a point and a third company wants to send 

its products there, with no available dealer unless they 

put up a service station. Supposing the business to be 

divided was such thet they did not charge the whole rental 

Ton Wiheiveceny Moe tS he ion .end get thei n product *tmethers:, 

Would mot the etfect ‘of your suggestion, Mr. Frawley, be- 

to say that the third company could not go into that market 

at all, unless you went the whole way end did away with 

Ove tiiisce Getiess Coils Undivided’ dealer-and Let other 

dealers have an opportunity of selling the third product? 

MR. FRAWLEY: lL am aware and 1 am es con- 

scious I hope, of the many difficulties thet beset this 

problem. Everytime single time you move end every place 

you turn there is a tremendous difficulty and I am trying 

to see some way out. Thet is why I said @ moment ago that if 

these inefficient stations were dropped and if the result of 

what I am seeking to apply meant thet station would close, 

T am quite sure someone would want to come in anda operate 

that station. The XYZ company would come in.and say, "I 

Want an opportunity) to run thet station.": Thetids e\further 

Car tion tam or, course. |) But, to be consistent I have to see 

thet must be accompanied by e firm determination on the 

part of the licensing power not to permit any duplication. 


If thet station has petered out, if it is uneconomic, if it 
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is not proceeding uhder its own steam it drops out and 

the oil company throws it into this unused property and 
they get no return on it. ‘Thet much has been accomplished 
according to my theory. It mey not be all umdone by 
throwing some other company in: there and seeing what they 
ean’ ado. 

Is there not another element here towards confusion between 
depreciated value on the one hand and an appraised value 

on the other. Now the depreciation works uniformly ageinst 
the Vorel Iwvesimenim " But economic: conditions do not work 
unitormiy “aseinse an indivaiduel pisce of ‘roperty. ~ 5 
think really iNstead of saying these marginal pieces of 
Peover iy CO oul. don't you go through a succession of 
avucrei sels ane re-appreiseals until you reduce that property 
tO @ capitel velue where it would stand the rent. Do you 
actualiy in the process sqeeze enyone out; if you can re- 
appreise wyhe value in terms of renv. 

MR. COMMISSIONER LIPSETT: I suppose there is another 
Gilet reouliy coc. lr, Frey, In @.nsidering an oi L oonteay 
aseaue wie” posi tylon or an ordinary Landlord” peveuse Te 1s 
limited to ‘one class of tenent, that:1s the man’who sells 
Or... 0iOU Mey Lind [het a Service siletion or property may, 
be only worth $10 per month for the purposes of selling 

O11 put if it could be used as eae’ dry goods store’ or some- 
thing else it might be hope full economic rent? 

There is another element there too and that is “we should 
reccgnize that saying that the difference between the 

Cost Or Meintveining the outiet and the rent received from 
that outlet we would charge all of it against gesoline. 
WotueLlly 1t sells more than gasoline. It sells;iubricat- 
Pie oie eolLis groegses, lt sells tires, 10 selis access~ 


Orles, eno ts, CSec more Then tna. , 1 is! supposed” to” sell 
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good will. Now we do not khow the value of all those 
things. It iS & question in my mind whether we are really 
amcirried Wr-acsessing all of that cost to ‘gasoline. 

THE CHATRMAN: : Well now granted as you seem 
to think Dr. thet there may be an unnecessary duplication 
of service stations, to some extent at any rate? 

A yes. Thet is I cay without regrrd to the companies operating 
thet in the total number that:I can see no reason to believe 
the ‘present number is abcolutely indispensable. 

2 Now that being so and having heard this discussion about 
the~ditricultves*of this problem have you anything to suegest 
es to how that duplicetion can be done away with, by any 
means whetsoever? 

A i nave fecec™-it st home and the deeper we got into iL tie 
more dangerous we round 2b. re recosnized thaw wo were 
dealing with not service stetions but with humen beings, 
Just plain,out and out proprietors. 

MR. FRAWLEY: You were only the United 
Statess- his is ihe Province of Alberta? 

A Well it is true we were only the United States and we were 
only dealing with about 350,000 service stations. 
Sure. 

A Now we recognized in the United States that where the business 
there could be conducted with less than 350,000 service 
stations - how many less I do not know but we think it could 
be reduced. But just es soon es we started this reduction 
problem we were into a politicel mess up to our necks, be- 
cause those individuals operating service stations were 
individuels, were citizens. They hed) e vous, ‘and they not 
only had a vote but they had fricnds? 

a) Who hed votes? 


Who had votes and to say that ss a matter of political 
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expediency we backed away from it is perhaps just putting 
the thing politely, beceuse it was loaded with dynamite. 
And so to justify ourselves we had to find some way to 
explain why we were not doing something sbout it. We al- 
Weyssheadeto seve ourriece in a situation cf that sort. We 
came to the conclusion thet the best ae thet we had in 
the metter was that if we let the thing run there would be 
resulting competition and considerable liquidation . Now 
then here you have a law concerning the licensing of 
filling sstetions. I grant the first premise thet there 
havebeen mistakes in the construction. As to how much 
unnecessary expenditure is being carried: by the Provinces 
would require another investigation as comprehensive as 
the Ione YousPave just gone through perhaepss” Thatiis it 

is not an easy matter. You have to study many many things 
eeoncernhingithese Tilling* stations even in the two earoas 

in which they exist in considerable number. Now the 
Province have had over a number of years an opportunity 
tO nestrictoihe number of stationss '1t bes not dofe sc, 
The inference then is one of two things, either it was 
politically impossible or the Province was of the opinion 
that more filling stations were necessary. Now it seems 
to me then that we have these two things so badly mixed 
up, the problem and the political aspect of it and the 
economic aspect of it that it is just dynamite anyway you 
touch it. Here we have a number of companies that are fairly 
WELl 6Stablished. Mr. Halverson, when’ I asked him the 
question of what they have done in service station expansion 
told me that the number of stations ,that the net increase 
since 1930 was four. Now that small number might not be 
true for other companies but I have not hed an oppartunity 


to inguire and see what other companies have done in the 
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way of building service stations. Certainly if the number 
was correct, the number of service stations owned by Imperial 
wes correct in 1950 then the g@in sinde 1930 has not been 
in proportion to the increase in gallonage and they might 
be justified - I am not saying they are - but certainly 
there are other companies thet might not be. Now the next 
thing is there is a value in an increase in service stetions 
by reason of the competition thet is created for these 
ecompani 66 for the pautidena that is represented by these 
service Stations in total, Therefore as competitive factors 
they are not wholly without value. Service stations chisel 
on each other and in that chiselling the actual price paid 
by the consumers in £lberta is definitely not the posted 
price. Now the extent of that chiselline is anybodys guess, 
without a careful survey and I do not believe that a Govern- 
ment could make a survey which would determine the amount 
of chiselling because that would be an er for the 
filling station operators to cover up. But there they ere 
and they are trying to get -business from each other. There 
is another phase of it and thet is what are you going to do 
with some native son, if I mey call him that, who wants to 
soninto the forL business. Are you going to tell him he can- 
NOG sdowrt, thet there is no place for any further competition 
in thet business in Alberta. I do not know whether the 
Provinee is prepared to go thet far and I doubt whether 
such a statement on the part of the Province would be greeted 
with enthusiasm by said native son who wénts to go in busiress. 
MR. FRAWLEY: Or his friends? 

A Orie erience. eNow oh top of that .as:l see it here 1s a 
company called the Imperial thet is building 6 new refinery. 


I do not suppose that they are building thet just exactly to 
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present size. There is probebly some expansion in that thing. 
And then there is the -3;A. has just built ‘one. They probably 
did not build that refinery juet to fit the immediete situation. 
They too prabably were looking into the future. i under 
stend thet Mr. Mayland is building a refinery. I have an 

idea that Mr. Mayland actually expects to increase his 
esllonege the same as the others da, Now they are not going 
to go along each one taking his status quo position and simply 
moving ahead on the total increase in gallonage. ilach one 

Of these companies end all of the others, but i mentioned 
these three becsuse they ere more recent in the matter of 
refining construction, but each one of them is going to do 


pe 


everything possible to maintain his plece in the picture 

and he is going to get his quid pro quo and just as much 

more as he can, And thet to me is the essence of the thine. 
Now I do believe that it is desirable for the Province to 
excerise considerable discretion in the mattsr of whether 
more service stations sare allowed. But there is also some- 
thing that touches the consumer that should not be disregerd- 
ed. I venture to say and I am going to cite cases that there 


are villages in the Province of Alberta in which it would be 


impossible for anyone to gst a license. 
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For perfectly good reasons and that is that those who 

have the business are perfectly well satisfiod to keep it 
as it is and that any newcomer is just a pain in the neck. 
He is likely to chisel in on some business eng those who 
now heve the business are satisfied with their getting what 
they are, “hat does that mean? It means that locally 
by reason of the fect as I understand it that their license 


has to be referred back to the community in which the license 


is granted, tha% thoso who arse in position, is that reasonably 


correct? 


MR. FRAWLEY: 


ak 


think that is, whether 
it is by Statute or by practice, I think that is going on. 
By reason of tho fact thet it is referred back to the 
community. those who have the business, and I am talking 
about the individual operator, are in a position to hoid 
that business and what does that mean? It means thet they 
can meet across a glass of beer and decide that the margin 
in their operations is going to be 5% cents or 6 cents or 
6% cents or what you will and the only thing there is to 
prevent a rise in that margin is the competition which cones 
from the jobber operation, in which there is a threat that 
the price will be lowere@ by r3ason of standard tank wagon 
price, so this whole problem of filling stations to me is 
just filled with dynamite, any way you turn to it. 

THE CHAIRMAN: I understand that, Doctor, 
but loaving aside politicsl considerations because, believe 
it or not, for onee you see a Gommission that does not cars 
a tuppenes about politicel ropureussions, but from the 
aconomic side only, if I am following you aright, you think 


that the good of cutting down sorvice stations by any means 
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may in the end be outweighed by the disadvantages of 


eliminating competition. 


Th:ze is that possibility and it is a very strong possibility. 


I should rather say that it would be @e safer action to use 
every possible diseretion in preventing any inerease in the 
numper, With the increase in gallonage taking up some of 

the slack and with the oil companies ultimately recognizing 
that their "dog" stations, it does not pay to saek to 
maintain them. 

Now if you do that is there not the danger that you yourself 
have alluscd to, of neweomers who want to get their place in 
the marksting end of a new service station? 

Yes, vhere definitely is. 

If the licensing department were to take the position, 

"Now there are enough stations now, no new licenses will be 
issucd", then there is no room for the expansion of new 
competitors? 

Theat is right. 

And you do not approve of that, as I understand it? 

I do not approve of that, 

So that in the end then, are we coming to the views that 
"Hands off service stations" is the wise policy from an 
sconomie standpoint? 

There is only one that strikes me about the servieo station 
Situation that may be very veluadle. I am not saying that 
it is but it strikes me as a possibility. Some service 
stations in this province are charging a very large margin. 
They cannot get those margins locally of course. Moe Srey s 
instance, you have a margin of 6 to 7 cents and I understand 


that there are places where that actually exists. Now the 
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home people who know that operation certairly are not going 
to pay 6 or 7 cents when all they have to do is to buy a 
tarrel of gasoline in order to get it at, at close to tank 
wagon or at tank wagon or close to it, or slightly below 

it in some instances. Now that type of operation is 
strictly for the sucker trade, and the sucker trade is you 
and me and the likes of us when we are out touring and we 
do not know the immediato local situation. I should say 
that that type of thing is something that one cénnot count- 
6Bnance without comment and my problem is, what can be done 
about ite It was suggested to mo that possibly you could 
establish the margin of operation and when I looked into | 
that I found that there is no base; tho difference in 
distribution has difforent bases for that filling station 
cost, that is the laid-in cost to the service station, 

the differenco may not be great but nevertheless it is not 
uniform among the companics operating, so it looks to me 


there as though, if there is anything that can be done, it 


would be to throw tho light of*publie opinion on What actually 


constitutes a propor margin of profit, that that type of 
operator is taking, and I cannot see very much other than 
that that can be done. t+ would then be up to the buyer 
to decide whether he would take that or to try to get the 
lower price, that is to say, if the posted price also 
carried with it some. suggestion of the margin, where the 
margin is longer than usual, it seems to me that the public 
would be adequately warned and that much of the criticism 
of the price of gasoline might be removed, simply by 
putting the light of public opinion on it; in which it 


would be, in which it would hardly be expected that a 
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very long margin would stand. 

That is to say that some requirsment should be passed, 
requiring that there should be posted on the pump the prices 

at which that product was sold to the dealer? 

I do not feel that I am prepared to recommend that. Iam just 
suggesting that it is one of the things. Perhaps the industry 
could suggest something Letter but it is just one of the things 
that occurred to me that might be used in order to reduce these 
unusual margins.in some peculiar Localities. 

That is posting? 

That would roguire the margin tv be posted. You would post 
threes prices; you would vost the price at which it was sold, 
you wonld post 6ither the difference or the price at which 

it was bought and tho tax and then the consumer would know 

what he was payinge 

THE CHAIRMAN: a take Lt, re Frey. ones 

with your wide oxperiencs and profound knowledgs of this 
Subject and after having boen disturbed by a study of it 

for a number of years, that although you grant there may be 

too many service stations in this provinee, you have no 
conerete recommendations either as to how the surplus may 

be eliminated or as to how there might be some restrictive 
ection on the part of any Governmental body in the future 

that would edequately permit of proper expansion by new 
competitors and at the same time restriet the number of 
stations which should be allowed; you have no recommend- 
ation to make to us? 

Thet is correct, I have no recommendetion to make because I 
never had felt, with all the study whieh I had given to it, 


and I certainly was faced with the problem most viciously 
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over a period of two yeers, I never felt that I had the 
answer. 
I mean now, exclusively from an economic standpoint, you 
dn not sce the answer? 
That is right. 
Without any political forces bearing on it one way or tho 
other; from the wholly exclusively economic standpoint 
you heve no answer yet which is satisfactory to yourself? 
That isorteht. 
And may I ask, Dr. Frey. one other thing and that is to direct 
your mind to what Counsel to the Commission has been putting 
forward as the answer, as 3 possible answer, one that he 
desires to be explored. do you think it is feasible at all? 
I think it would be oextremeiy dirficult to apply and I know 
that in the process, that it would not Wurk out simply on an 
economic basis, that it would produce more hurt one place 
than in another. It would tond to be destructive to the 
more recent comers. It would tend to favor those who have 
beon here longer, those who have written off more depreciation 
and carried their stations at lower boox Taluées, they would 
have a distinct advantage over those who have higher book 
walues as a consequence of the ~ocency of the development. 

I think further that it 
would invulve appraisals if anything even reasonable were 
to be got out of it and then you would have to have a 
complete rearrangement cf your values as they stand on 
those books, in consideration of profits. I do not think 
it could be handlod in any other way. You would have tc 
go directly to an appraisal of  cait and every station in 


the entire province and the establishment of an economic 
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rent which would only be an economic rent for today, at 

the close of the determinstion, that economic rent, being 
something less in two weeks. It would be a constant 
problem of appraisals. 

And do I understand in the results an impractical thing to 
go forward with? 

I doubt very mueh whether the provinee could save enough 

in the total operation to justify the expense. There is a 
very small plum in it when you get right down to it. It 
does not run into enormous figures. It is a relatively 
small figure. It is the difference between the economic 
‘rent and the rents today and I do not believe that there 
Psrenough in it; assuming now that you cannot push all of 
it, you cannot wash all of it out, you can only wash a 
fraction of it out and if you consider the total of it it 

is not large. 

I gather then that you think the principle concerned, so far 
as any governmental body would have to bo concerned with it, 
is that in the public eye it seems to be a tremendous weight, 
whereas in truth it is not a great weight and perhaps more 
than compensated for by the advantages which competition 
provides for that public that complains? 

I think very definitely that that is the case. 

Now take for instance these 
bulk plants. They loom up on the sky-line like elevators. 
If I wore to carry back home with me a picture of the land- 
scape aS I go @long on the train, one of the things I 
would see is the railway station, a restaurant or two, the 
post office, perhaps some houses around it, then, but looming 


up above everything, elevators and gasoline tanks. Now 
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examining it sconomically the gasoline tanks, as far as 
duplications are concerned, they are more apparent than 
they are real. 

Now the item of cost. 
In the item of cost, the verv fact that you are giving 
distribution throughout the entire provinee on one-sixth 
of the difference between the economic and actual rents 
in Calgary indicates that there is a relatively high 
efficiency. in that type of distribution and I cannot 
help but belicve that the duplication, as far as the 
public paying for it is conesrned, is more apparent than 
real. 
THE CHAIRMAN: Doctor, I think we have 
kept you perhaps too long without a rest this morning, so 


we will take a few minutes now. 
( An adjournment of fifteen minutes was hore taken. ) 


THE CHATRMAWN: During the adjournment, 
gentlomen, we have bosn telking to Dr. Frey about the 
length of time thet he cen stay with us. It ssemed 
important to us that not only should Dr. Frey have amplo 
time to finish the giving of his svidence in chief but also 
every opportumity should bo given to the people in the 
Industry who want to discuss that which he has said before 
US. Furthermore it seemed important that Dr. Frey should 
have something to say, if anything occurred to him, as to 
the statements made by those in the Industry touching upon 
these subjects which he has discussed and it is all a matter 
of time. We were asking br. Frey if there was any way in 


which we could get a longcr leave for him from his 
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Department so that all that might be accomplished. 

For my own part I think 
it a mistake to sit hours that are so long that one is not 
mentally alert to take in that which is being said, quite 
aside from it b3ing oxceedingly tiring for any witness in 
the box. 

Now what we have decided 
upon, and I think Counsel should be aware of it, is that 
we will wire the Department in ‘iashington endeavoring to get 
some few days further leave, and failing that we see nothing 
for it, gentlemen, but that we start sitting not only in 
the morning and in the afternoon but that we sit at night 
as well. ie will know in the morning, we hope. 
Mie FRALEY: Dr. Frey, I have just 
one more word, one more short proposition tu put to you 
and then wo will go on to another subject. The Chairman 
was discussing vith you the dingers that might come fron 
endeavoring to pursue the theory which I advanced, the 
dangers which might come to competition. Now I want you 
to’ took’ at it from this point of view, tho Imperial Oil 
Company has made a price of 16% cents at Calgary, which is 
the basic price for the province, is it not? 
YOSe 
As I understané both Mr, Halverson's evidence of some 
months ago and Mir. Cottle's evidences yesterday, the Imperial 
Oil, in a way of speaking has justified 16% cents and they 
say that that is no more than a fair return to them on 
their oporation and when one examines, - and in the course 
of saying that Mr. Halverson is necessarily saying that, "I 


desire qa return on my capitel invested", - that is correct, 
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is it not? 
Yes. 

Q And Mr. Cottlo has told us yesterday what the capital 
invested is. You have said that there are unnecessary 
service stations in the Industry and I take it that 
Mr. Halverson has some, like the rest of them, that is a 
fair assumption is it not? 

A Yes, probebly there are some stations that could be 
dispensed with. 

Q Yess Thon does it not necessarily follow that Mr. Halverson 
was asking for a rate of return on those unnecessary service 
stations, that follows? 

A Yes, he is asking for a rate of return on his total invest- 
ment in which are included some mistakes. 

Q Yes, so then I put it to you that the 163 cents which 
Mr. Halverson says is the fair price, does contain in some 
part, does contain some part to be allocated and treated 
as a return to his company on his unnecessary sorvice stations 
that all follows, does it not? 

A It follows that the rate of return is on the total invostment 
in which there are some unnocessary stations. 

Q THE CHAIRMAN: Would it not be most unjust, 
that is it might, and at any rate I would like your views 
as to whether or not it would not be unjust to say there 
should be no return on such stations fcr the reason that 
if the investment was a prudent one when made, not one made 
with a view of throwing money away, - but because expericnce 
has shown that it in fact was not a wise one, surely it 


should not mean that he should not have any return upon it; 
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othorwise you have to have porfect judgmont all the time 

or you gét no return on your capital; what might be 

perfect judgment today may, + becstise of a change in the 
condition in a city or town, - be poor judgment tomorrow? 

I cen answer that very definitely, that all of us in 
business make mistakes. We do not make those mistakes 
deliberately. We use our best judgment at the time and 
there are many of our mistakes which are not a result of 
our own actions. Many of those mistakes are due to 
circumstanees over which we have no contrel and I think 
that Mr. Prawley's position assumes a degrec of perfection 
that is not evident in the sxperiences of business judgment. 
It may bes thst we undertake the construction of a plant, 

a manufacturing plant, we think it is the best thing we 

can do at the moment but after we have invested in it we 
may find that some of the machinery which we bought really 
does nct fit the situation as well as it should. Now we 
have to buy more machinery in order to replace that which 
we dado not consider fits the situation exactly but we are 
guing te try to recoup just as much as wo ean of our 

mis judgment. It may be that that misjudgment was not due 
to our own lack of knowledge; it may be that extranevus 
conditions brought about the necessity for that change. 

I think, for instance, that there is no stopping the shift 
in business districts. I have an idea that if you examined 
the business districts of Oaglgary you would find that there 
are some arcas that wore highly desirable 20 years agn, that 
aro distinctly down at the heel now. Now was it had 


judgment on the part of those who invested at that time? 
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It might have been perfectly good judgment then but perhaps 
in the meantime there have beén streets put through, perhaps 
there have been underpasses for the railways that have a 
tendency to congregate the business more in one place than 


in another. 


. ( Go to Pags 14,586 ) 
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Perhaps a new highway with paving has created another 
set of real estate values. Perhaps the people are 
moving out frcem down town Calgary and going out on the 
hills. Did the man who built a house over near the 
Vablic Library make a mistake? Was his judgment wrong 
at the time that he built it? Perhaps he should have 
built on Mount Royal. Now then, certeiniy, there ive 
been shifts in real estate values and the perfectly good 
judgments of 20 years ago or ten years ago are upset 

by Pe os over which the investor has no control. 

I do not think that these oil companies attempted to 
spend money without rhyme or reason. I think that they 
used their best judgment at the time they constructed 
their property. They have harvested some mistakes. 
Thank you very much, Dr. Frey. Now, I would like to have 
your views, please, on the advantages and disadvantages 
whieh surround the practice of entering into agreements 
with dealers whereby they will obtain a 1 cent discount 
off the posted tank waggon price if they will agree to 
buy goods exclusively of the supplying oil company; 

and. £ think so as to have the full benefit of your 
discussion I should say to you that we have discovered 
in the evidence that there appears to be a lack of Strict 
adherence to that practice by all of the companies. 

i think that you should know that one of the large | 
marketers, Mr. Mackenzie of Great West Distributors, 
told us that he paid no attention whatever to that and 
he frankly admitted of an instance in this City, and 

he made no attempt to conceal that it was not general 


as far as he was concerned all over the Province, whereby 
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he gave his dealers the so-called 100% price although 

they were in fact split accounts. Add to that the 

dealer who came down from Edmonton who told us that the 
Texas Company was giving him the 100% price when he 

was also a split account. It must be said that the 
Imperial Oil Company and I think also the British American 
adhere strictly and religiously to the 100% price for 

100% dealers an@ followed the tank waggon price when the 
account is a split one. Now, would you discuss the 100% 
dealer with the Commission in the light of that particular 
SltGatl Ol. 11 Lt 19 €@ particular.one, in, this province? 
The custom of distinguishing between 100% and the split 
accounts is just as. prevalent in the United States as it 
is in Canada. i should say probably more so in the 
Middle-“est, in that you have indicated that there are 
some distributors here who supply on a 100% basis to | 
split accounts. Unere are almost no spliy accounts 

from the Rocky Mountains to the Appalachians. Split 
eccounvs are Lerzcly confined to the Atlantic Seancard 
anc, there are a smaller number on the Paciliic Voast. 

The usual practice is to distinguish between them in 
Srealine Oi tereéntial if price. in the Unived States 
tie common practice is to give o@ Splat aocount-ecouriGe 
within one-half cent of the 100; account. Now, what is 
the purpose of the 100% account? I+ seems to me that 
the distributor is interested in the 100% account 
primarily to assure himself of a definite gallonage 
through ah outlet; to know the financial position of the 
operators; to be able to give the best merchandising 


experience to the operator of the service station. A 
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Split account owes no loyalty to anyone and most marketers 
figure that it is a waste of energy and money to try to 
teach an operator who is a split account their particular 
way of approach. The other: thing tssthas the sippliser 
never knows his exact position with respect to the possible 
financial difficulties that might result through the 
account being broken up into a number of parts. We have, 
say in the east, stations that sell, I think the largest 
number I know is about 17 different kinds of gasoline. 
AsSserteot sasoline elilley affairs. Now, some of those 
places have, a total gallonage that is quite high. The 
individual gallonage is quite varied, depending upon the 
accep tance eof agpersicuier grade or trade=mark” in: tha 
eommunity: If, for instances, the trade acceptance is 
strong for Sun ‘ou will find that these split accounts 
will make an effort to have Sun, while they will also 
carry Esso and atlantic and various other brands. Now, 

sun eannot very well concentrate even under such 
circumstances upon doing a good job of merchandising 

with that split account. From the standpoint of cost 

it is the American experience that it costs more money 

to serve a split account than it does a 100% and when 
hrecomesetoyreducing’ costs of distri putionsitueisivery 
diffieult to establish a delivery system, a routing that 
is as effective with the split as with the 100%. Now, 

we might just as well recognize that the fundamental 
reason for driving for the 100% account is for the 
advantages that come in having a representative who gives 
agiyof hislefforty towards therfurthering, of, the sale of 

a particular product, and the merchandising effort 


expended on that individual is far more effective than 
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if it were scattered out and was in.conflict with other 
merchandising principles. I have travelled around down 
home with.some of the merchandising managers and when we 
would drive into a filling station and the man would come 
up to serve the car, I have heard them remark, after the 
performance was completod, "Well, there is Bill, he 
certeiniy nas learned bis 27/ohell points? ,.cr #380 
points or whatever you want to call them, so that he does 
TeV iiine tue way he 1s told to dorthat. (‘That Le "they 
have worked out technique. all companies do not use the 
same technique. Perhaps the proper way to approach a 
possible consumer is to advance towards the left window 
and say "Good-morning, how are you. May I fill up your 
tank?" Or at may be some other technique. This 
depends upon the company's experience in what is the 
best way to do it. Havinee received the Oncer a Grune 
gasoline then there are one or two ways of going around 
the automobile.’ You may either go directly to the tank 
or you may go around it the long way. if you go around 
it the long way perhaps that gives you an opportunity to 
look at the head-lights and the wind-shield wipers and 
various other things of that sort. Perhaps you should. 
reserve that to the last. But various companies have 
developed merchandising technique. Also a simple matter 
like where do you display certain things in a filling- 
station.. One company will teach one thing and another 
CCHbeny onOtler.. -onoiwhd. there Deca centaim type or 
display on an island or should it be against the body 

of the filling-stationf What should you do about 
windows in the filling-station? Should they be simple 


and there be a focus on some particular merchandise? 
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What should you do about frills of paper, of various 
kinds of material supplied? These seem relatively 
unimportant, I am sure, to most people as to whether a 
can of Heinz baked beans has a blue label, a red label 
ereaabrown: Label, But actually these merchandisers 

are definitely dealing with humau psychology and they 

are not just trying to see how different they can be. 
They have their own conceptions about what should be done 
and many of them even make the claim that their way of 
doing it is the best. Now, then, if the account is split 
the merchandiser is practically defeated at first base 
while if a man is a 100% dealer there is always a prospect, 
no matter how stubborn the filling-station operator may 
be, that in course of time you will get some of your ideas 
across tO him and you expect to benefit in gallonage of 
lubricating oils, of grease jobs and of gasoline sold. 

You -expect to benefit as a Supplier. Now, in the United 
States the industry is faced with the Robinson Patman 

Act. The Robinson Patman Act says you cannot distinguish 
in price between classes of consumers on a @elass basis; 
that there must be'’a difference in the cost of the 

service and that if you sell a wholesale quantity there 
must be some justification in terms of the economies 
effected by reason of the larger gallons sold as compared 
with another type of business which is smaller. On that 
Pasisers Meas been necessary for our O11 companiés to 
justify the 100% account almost entirely in terms of 

the Breater efficiency in serving the 100% account... That 
is the lower delivery cost than would result if there were 


a larger number of smal] deliveries with larger trucking 
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distances, with uncertainty of.routing, as would be the 
case with ‘the split account. But fundamentally, I think 
that it comes down to another thing and that is the 
best merchandising methods can be developed where there 
are exclusive dealing accounts and I should say it is 
entirely a matter of company policy and it is another 
one of those elements in competition as to whether a 
company would take a very large split account and give 
the same peice as to a 100% account. 1 a0, no ULsse 
that economically itis wrong becéuse it clearly 
indicates that we are dealing with competition. 

THE CHAIRMAN: Well, Mr. Frawley, we will 
rise. Yo you need more time to get that wire oft? 

MR. FRAWLEY: tT want to be very careful 
about it. Yes, I wonder if we should sit again ata 


quarter past two? 


(at this stage the Hearing was adjourned until 2:15 P. M.) 
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1 
hike NOLAN? Mre Chairman, Commission 
Ccunsel has asked me to make a short statement about a 
matter that the company feels should also be brought 
te the attention of the Commission and it is this, that 
effective today, the price of Esso in the Provinces cf 
Alberta and Saskatchewan has been redaced 1 cent. The 
price of Three-Stare--< 
THis CHALE win 3. Alberta and Saskatchewan. 
WR. NOLAN: Yes, Hasc 1 cent and in 
the same territory the price of Three-Star has been re- 
duced one~half cent and those prices, ir. Chairman, are 
effective today, Octcber 25th. 

Now if there is to be any 
discussion of that matter we feel that it shvule be an- 
nounced now and undoubtedly :.:r. LeSueur will have scne=- 
thing te say about it in the more general subjects which 
he is discussing when he returns. 

MAJOR LIPSETT: I suppose that applies te 
all the companies, I mean to both companies, both the 


larger compunies,iir.-Nolun,or just to the Imperial. 


WR. NOLAN; No. 

THE CHALTIwAll: You were speaking for your 
own. 

eRe NOLAN: I am only speaking for my 

OW? . 

MRe FRAWLEY: we look to history. 

wAJOR LIPSETT: I did not know whether it 


was a general reduction. 
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MR. FRAWLEY! I have not the slightest 


doubt, lire Chairman, that it is wide-spread. 


DR. JOHN W. FREY, having 
been recalled. examined by tir. Frawley, said: 


Q Ir. Frey, when we left off this morning you had finished 


a 


your general statement of the 100% dealer practice. Now 
I wart to explore all sides of it and others may have 
questions to ask atout it. Let me put it to you this 
way, concretely, if you go into any town you like to go 
into in Alberta you probably will find say out of ten 

or so persons selling gasoline at retail, that 9 and 
perhaps 10 are associated with a supplier under a 100% 
contract. Now Ll ask for your observations as to how 
that situation works upon a company in Alberta, in that 
particular village I have taken, and desiring to sell 
his gallonage in that village; does it make for or against 
his ability t»% reach that particular market? 

4 4 manufacturer whe does not have distribution in that 
territory is faced with two possibilities; assuming that 
he is going to get in, one is to make an investaent and 
the other is to try to take one of the accounts away 
from someone who now has ite Assuming that h< feels he 
is not justified in making the investment then he will 
try to make some concession to a dealer that will be 
attractive te hime Some companies will give equipment ; 
perhaps the dealer's equipment is not up-to-date, and 
that may be one of the considerations» They may be avle 
to win him away by giving him a new drive-in, that is to 


pave the place for him, or they may have to do it by, 
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directly by price, in which case they say "We will give 
you something more than you are now getting". Wow why 
should the dealer be tempted by something more? Well 

he figures that if he gets something more there is then 
an opportunity for him to give something to the customer 
in order to win more customers and by reason of the in- 
creased gallonage the dealer will then be in a better 
position. Now that sort of thing takes place ali through 
the States and I am sure the same principles would apply 
here, that me onic are absolutely safe unless you 
own the station and that a competitor may try to take an 
account away from youe Those who are established in the 
erea must develop a defensive position and those who are 
coming in an offensive and in taking the forward movenient 
they add to the competition and that is one of the 
factors that works toward lower prices to the ultimate 
CONSUME? e 

Well now you say it works toward lower prices; I was in- 
terested in your description cf what would ordinarily 
likely happen in the instance I gave you, of there being 
© complete circle of 100% dealers and the newcomer seek- 
ing to break in, and I rather thought the advantage would 
abide with the dealer. You say he woulad give the dealer 
a longer margin but that that dealer would not reflect 
that advantage in his own consumer price when all the 

ot hers were maintaining a certain consumer price, I mean 
would he not just follow their consumer price and keep 
the advantage in his own pocket? 

It depends upon whether it is the posted price or the 


price at which a great deal of gailonage is transferred 
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below the posted price . 

Q Well if you go into a town in slberta, Dr. Frey, yeu 
would probably find, let me put this to you, you would 
probably find, in addition to there being a number of 
100% dealers, perhaps all 100% dealers, you weuld al-+ 
so find a certain agreed retail price. I think I can 
pute thisvte you, with a margin of 5 or 6 cents in the 
smaller places perhaps, and then following up the 
statement which you make that the new marketer seeks to 
get in there and he selects one dealer with whom he 
wants to de business, ho would give to that dealer a 
price concession, but is it not to be expected that that 
going retail price weuld still remain, and all that has 
been accomplished would be a longer margin in the pocket 
of the dealer? 

A The only difference between our point of view there is 
the difference between the posted price and the price 
at which merchandise is actually moving. 

Q And what is the point there? 

A That the posted price is for a certain class of customer, 
it does not necessarily upply to ali classes of customers. 

Q You were saying that thie morning but that would be the 
situation when the newcomer went into the territory, that 
is what he would doubtless, that is what would still be 
going on when he went in and he would not add anything to 
that situation? 

A Yes, he has an advantage. Supposing for instance that the 
new supplier in trying to get that account offered a cent 


a gallon off. 
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Yes? 

Or any other amount that you want te consider. 

Yes? 

Now you might say that the retailer should consider 
that that is an additionei. margin that he puts in his 
own pocket. 

Yes? 

But i have ngt found that that is the common dealer's 
reaction; that the dealer as qa rule cannot stand the 
prosperity of an added margin, that they want more gal- 
lonage and the way to get more gallonage is to make 
price coneessions to consumers. 

For instance in my study 
of marketing down in ijontana I came to the conclusion 
that there were three service station prices; one, the 
posted service station price; {2) a price to preferred 
customers in the community such as the doctor and the 
lawyer and various other pecnle around, 1 cent off, some- 
thangiiakenthati(jnow then there 1s a shird type of 
customer, that is the larger buyer who cotles in with a 
truck or who may have several trucks and buys a quantity 
Of 2Or er. 20 ge llons, ata o time, and, he has another price, 

Now that. while it is 
certainly under the canopy, actually represents the 
state of affairs. During the Uode period we had a rule 
which said substantially that every dealer must post his 
price and stick to it- That is what it amounted to in 
simple terms although it was rather an elaborate rule in 


order to accomplish the results but we know that rule was 
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broken by a very large percentage of the dealers. 

Wow many of those dealers are 
of the opinion that the jobber or the integrated company with 
bulk terminals should not be permitted to sell commercial 
customers because they are taking business away fron them 
and part of their reason for selling at different prices to 
different consumers was that they felt that if the jobber 
had the right to that cotfamercial business there was no reason 
why they tcowhad not the right to it and while they were not 
in a position to make as good a price as the jobber and 
deliver in quantity, that there nevertheless was a convenience 
in truckers especially being able to use the facilities of 
the service station, providing the service station would 
Bive one or two cents cff the posted price, so that IL think 
we are distinctly wrong in assuming in the first instance 
that gasoline, that all of it to consumers is moving at the 
DUBUEt, Price: that it moves at other prices and the 
extent to which the new sappiier gives an additional margin 
to the dealer in the form of a concession gives the dealer 
just that much more opportunity, to take more of the gallon- 
age to which he thinks he is entitled through the avenue of 
rebates from the posted price. 

Dr. Frey, I think we can assume from the evidence that that 
is going on now, where there is just the 4 and 4g cents in 
Calgary and Hdmonton; Mere Miller told us that he had 

no doubts that we could find aimost, perhaps not almost as 
many prices as there were service stations but that we could 
find a great variety of prices if we went shopping around, 
so let us assume that is done now by the companies, the 


4 eent spread in Kdmonton and 4% cents here; LL 1S. Sone 
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on now, if it is an actual fact now, wherein is it going to 
differ very much if we go into a little village and we find 
there are these three prices, the ones which you were describ- 
ing this morning as the sucker trade and the other the *srcwn 
looal dealer, the known customer,and then the large trucker, 
the three prices you found? 


Yes. 


be. 


Q If we find that is gcing on in any particular community in 
Alberta, it just continues to go on and this new dealer we 
are talking about that is going to get a better concession 
from his supplier --- 

A The new supplier. 

Q THE CHATiGAN: The suggestion of the witness, 
Mr. Frawley, as I understand it, is that in order that that 
new man may get a share of the trade he has to do something 
more still than what is going on, to get these consumers, 
that is the suggestion as I understand it. 

b Yes. 

Q But always leaving this posted price. That is the thing 
that is bothering me personally, why, if they are selling 
their gallonage, a large percentage of their gallonage 
at less than the going service station price, then why do 
not they sell it to everybody at the price less than the 
going service station price? 

A For the simple reason that it is not necessary. 

Q They do not do it even although only 10% of the gallonage 
may be sold at the posted service station price, they 
will leave that price there and to the casual motorist 
VOSteis Poelinanricer 


J Surely. 
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I see? 
If Il am getting your business without making a con- 


cession to you, why J should I make a concession. 

Do you think that that is in any degree unfair to this 
man that you describe as the sucker, do you think that 
is unfair to him, the ordinary man that goes about his 
business and is not concerned about haggling over prices, 
whether it 18 hats or gasoline, do you not think it is 
unfair to him to have him pay the price that only the 
goat pays? 

He is not familiar with it, that he does. 

He buys a lot of gasoline, he is the man that keep the 
ball rolling, he is the ordinary citizen that minds his 
own business, he is neither a chiseller nor a chiselee? 
Let me be very personal about this. I never chisel for 
gasoline prices because my wife does practically all the 
buying and I have had prices made to me without even 
asking for them. Not long ago I drove into a station 

in Washington, when I happened to have the car, and the 
filling station man filled her up and when he handed 
back change on 5 gallons I said "Have you not made 4 mis- 
Tose ee ke 26 LO cents ~Oo much". “Oh “he said* 7 
thought you were one of our customers". 

And I suppose you said "Well I am from now on"? 

Well take in another thing, as most of you know, I play 
around with photography and I have played around with 

it for many years and I have lJeurned the art and 

I do not pay posted prices for anything. 


You did not hand that 10 cents back and you think it is 
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all right in photographic material? 
I dia not hand. the. 10 cents back, no, To hept 15>. 1 said 
Wale rienu', and, lo wenut (on. 1 said "Do you want 1 back; 
and he said "No, don't bother", so of course I kept the 
10 cents. So long as he was the individual who was 
responsible for the transaction and so long as he did not 
feel hé was belhe gyped out of it, I kept it of course. 

Now the same thing applies 
in photography. Diwoula nop think, Jo would not Vues 
think of buying a camera at the list«price. I do not buy 
supplies at the list-price. I Ghisel.. I know the art. 
You do not think that there is anything wrong about that 
at all, that is; that does not lead to serious evils? 
Oh yes; & tremendous evil. It led to such serious evils 
in Washington for instance, just a matter of six months 
ago I was able to get up to a 25% disccunt on photographic 
material. well the thing got so bad that the dealers 
Wereovetuting On a very low return in spite of the tact 
that there is an Anti-Trust Law which applies to the 
District of Columbia. One of my photographic dealer, 
friends told me that we got to the extreme point that 
the ¥ went route and talked things over amongst them- 
Belves and agreed that. they would try to stay closer to 
the posted price and that from hereon, it more or less 
is a concession to better business, that I would not be 
able to get more than 10% in the future. Well that is 
the way it is done. 

Now I would say that where 


the difficulty comes is that you find in certain com 
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munities that dealers may enter into agreement not to 
Change the prices, when a decline comes, or to raise 
the pricese In other words I think that there should 
neither be collusion among the refiners to maintain the 
refinery prices; among the jobbers to maintain the job-~ 
ber prices or among the dealers to maintain the dealer 
price, that the essence of competition is the lack of 
agreement between the sellers as to the price, each 
setting his own price according to the situation as he 


sees fit. 


= 


) And there is no necessity in your opinion for any reg- 
ulation to protect tris unsophisticated consumer who 
is not concerned with chiselling? 

4 The only thing I can suggest is what I did this morning; 

the unsophisticated consumer may be the prey of dealers 

who enter ihto agreement to maintain local prices at 
unreasonably high levels. 

Well but the same dealer, that is only to maintain the 

posted price? 

A That is to maintain the posted price. 

Q Lf they are cutting Had be the canopy, the only person 
who is losing or being dealt hardly with is th‘s casual 
motorist? 

That is right; the unsophisticated and the other thing 
is that the higher the margin the more chiselling. 

Q Then getting down to something coperete, what are your 

views about some regulation attaching to the licencing 

Act or to whatever other legislation may be the result 


of this Commission, making it an offense, making it an 
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offense, to depart from one price to all people pur= 

chasing under the canopy? 

I would say that would be a very fine regulation if 

you could put a policeman in every station. 

1he.t 18 what 1% amounts to, it is that difficult to 

enforce? 

That is right. 

We just can do nothing about it; we throw up our hands 

and the chaos reigns? 

It is not a chasse. It is competition but it is not con- 

petition at the posted price. It is all kinds of ccn- 

petition. 

And in fairness to your evidence you said this morning 

one way out of it would be to post three prices, the 

price at which he buys, and if he is a special dealer 

it would be a cent more under the Alberta system; then 

his retail price ex tax and the amount of the tax? 

That is one way that I suggested is a possibility. 
There is another way which 

might be suggested and that is the method which is used 

by certain manufacturing companies who namie the price; 

for instance although there is absolutely no connection 

between let us say the Hastiuan Kodak Company and iiaceys 

in New York, the price is established by the itastman 

Kodak Company and u good many of our States have laws 

that make it possible for the manufacturer to post the 

price to which the dealer theoretically must adhere; 


such @ law exists in New York. I will be very candid 


reno sshteds Liss on ay ht OED:s sel: Stes ol: oe 2RAERO> 


vy womens ane: ogttie ‘red pina ; 


ive te rs Beds pitied wat es Di see: bs 


a He a iue ee 2 # Rar HS 


Pe aT LEE) Sian re ear eye a be 
RS Ee RSs ey ed Le CURRIE 2. Be gi ‘henae cow 
J t 
: 5 ; 


5 - 
aa y , et Ed fos 
ie ey: ahs Pa : ae ei oo 1 BP ete ee PEN oi ~ - 
ens? =i Hed ee o, Bog Fh ia iw VER rel (Oa : = aie REY aa ow Fed Oo Pease. B42.0-2 ~ . 
eee By oorte ae ave or ates wit . ee 2 i 
> te 
is cy é * 


Shown em 


| 


= tok oe ; : 
P + ab gg pe The 1: 
thal sat re Oke: Pee. A 
. , 
6, : 4 ce es eae kk feos, cs ; ¥ i. 
Of 17! Paias SRE: 2h: mess PeHGe See. ati 
cl ; Me - 
' — : : 3 
tna ter: aoensooedss eee x 
i mal 
sng. don adg ae tes Gace REGS a TN Bey, ate a 
ie 7 } ’ { ’ 7 
“f 8 : ee ee eee ee ce 
£56: G2 eaein: [incre * Fe). e aig io: DES hea Reva :wescebre re: - 
- . i _ 
ee eee 
eMert TEP AG 
. 4 J * > an 
: ae: ee ee ee ee are fb oe = “ wn a | 
Gree crives Sy gaara oes PDP ERs DoOy SRAaOL a THIS OF See syeeel Ok ME OR... Ls 
2 wah Pere +s vee ew Le = f ws ’ 2 


i " 


aa Se Cork 2 ede: we | Oe * onus p 23: * 
Pea Oa: cei WEA ee rE. Ee. Feo Pa ae 


bt Gans a wae Ue he Sa! Ne ce . : 
: , a - ’ ey > 
, ; , 
% Ps . i 
: ae ie ( _ 


cS 5 "a a 5 7. mal See SE ge atte <) puerto ie SNe =p" ey a 
el enh lelogQes B..8o at TE OSes eats aise, cats - : 


: bs ree a ate ae ee ee Y iby BAe ECO 
gad t+ Mates BRERA: OT Messe eso: Vase: 8.) ad 
“ aT ODA AAs NN A aes ® ‘ala . ° . s 


P a 7 ' ; ce ov 7 
ok ae ae Sieg te ee ae Habe a: SD) ys id ath aN Rees. aes Sree, tia 1 o 
7d ‘ : 2 , os to 


ak La AaW.. "oy, eee oS ee 7, rm ne 
. : “2h aC . 
ane os (ae gw foem wees ex Peet. oes - weB e ee a 6e9 aaa 
of mh 
; oul mee. bE a sah oegeyou vistas stave seaeeao 5 


Gro ota: Oat... & {GEPerT aaa ak: as +e q ‘sua née ele: somnhe nk 
. | ‘e i my mal : 4 so 


enw. Dik LAC TOR aie od eRe ake ND. cee 


1) © a h 


© : 3 , i 


ia ote: oft Aaa aba a Gamera. weber ete ta 


es | 
we OF ashe eet y Reh: aia ote muah Boog MS 


Tete 


wie Feo 108 LORS see wat i 
ee 


» hobee:7 me Z svt 


We Frey 


~ 14,008 + 


apout it. JI think the reason for it was largely due to 
the chain drug stores. The chain drug stores in the 
United States are given to lop~leaders and price re- 
duction below the established price marked on the 
package. Now in New York such things must be sold at 
the price established by ths person who owns the trade~ 


There are certain leeways given 


a 

— 
fae 

@ 

> 


mark or the pack 
by some of them, that it may be sold betwecn the posted 
price and sc aah below it; others are very rigid about 
its Now you take for instance, to be specific, the 

film which I use in coloured photography costs 92.50 

iat according to the Hastman catalogue. The price 
astabl ed in the City of New York below which it nay 
not be sold is $2.25 so there is a 25 cent leeway, 10% 

oh that particular item. Now that is true in other 
States» We call those Junior Cooper Kelly Laws in which 
the manufacturer is entitled to establish prices at which 
the goods shall move in retail. I may say that that does 
not prevent chiselling. It does however make it pos- 
sible for the manufacturer to proceed against rank 
Violatovs of sufficient size to justify a legal action. 
All vight we have one of those situations in our 
Provinee. nobody seems to know how it was got in, it was 
repealed. the other day but my learned friend, iir. Nolan, 
is going to learn all about it in the tobacco prosccutior 
in the. next. six months. do you think that 1s a cure for 


any of the evils we are discussing here’ 
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Drees Ve £PSY's 
I am not sure that that is the cure but I say it is a 
method that has been used. IT have my doubts as to 
the soundness of it. IT also add that the oil companies 
have had an opportunity under such laws in at least 
lz States to establish prices to the consumer and that 
there has been a general hesitancy on the part of the 
oil companies to so act because they know the difficulties 
of policing those prices, and I do not know that there 
is any place now except California - there was a period 
for a while in New Jersey when it was being used - but 
to the best of my knowledge California is the only place 
now that has such laws and that such action has been 
taken by any of the oil companies. 
Now, Dr. Frey, I just have one more question on the 100% 
pricesandsthen,-pérhaps; some other people might ‘question 
you about it. Now; nwestindy «to, be-speeifics thepelirs 
Halverson adheres to his 100% price and Great West 
Distributors has no such 100%---- at least let me put it 
more properly, Mr. Halverson adheres to the policy of 
the not 100% dealer the posted tank waggon, and only the 
100% dealer 1 cent under the posted tank waggon, whereas 
the Great Vest Distributors and Gas & Oil Products have 
onlynene wprice, and that is 1 cent under the posted tank 
waggon? 
I would say the enly difference -is-duerto company policy. 
That seems indicated, that there is greater rigidity on 
the part of the asayer in one product than another. 
3S it not because Mr. Halverson'’s company is established 
and is on the defensive and the other companies are 


seeking to establish themselves and are on the offensive? 
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Lie da We Frey « 
That may be the reason! for the difference in the policy. 
The ‘other thing, oféourse, is thatone as a companyror 
very wide distribution, not only in ina Province but 
throughout Canada and while I cannot speak for the company, 
~ do not know what their method of establishing policy is, 
whether they establish a policy for Alberta as distinct 


from the Dominion or not, but I should say probably the 


size of the company has something to do with it. Therefore, 


on that seore i think Mr. Halverson should answer and. 
atehraas ies * 
THE CHAIRMAN: From the standpoint of dealers, 


you have been talking about the effect that this practice 
Will have ‘upon the gonsumer, but from the standpoint of 
the dealers themselves, the service station men, this 
practice going on, does it not make for the disorganization 
of what seems to me must be deemed to be a branch of the 
Oil industry. The oil industry cannot market its products 
satisfactorily without having service station dealers, 

I take it? 

NO. 

Now; 4119 tie yoare allowed to’ goCon cutting s6ach other's 
throats, does not that make for a condition where they 
just cannot do business on the margin they will finally 
Hhavey andois-+it mot why they’ are driven into sell tig 
sandwiches; or do you regard it as merely, this vending 
GF’ gasoLinera s merely -a sideline to some other business 
thay they arerin? 

TO "me ,iff Alberta the selling of gasoline is more of a 
sideline than it would be in an area of very congested 
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Die cs We Prey, 


say. It is eah-attempt at. diversification, the process 
that’ is going on Here, ‘to find those Pines of nerchandise 
Or endseavour Or "Service that a’rilling station can 
engage in profitably. The gasoline busineseyclearly in 
the ‘service station is not the main business. “It is 
only an inetdent to the rest. Lubricating oils and 
greases, tires, accessories, a hot-dog stand, and these 
yarious ovber things are all “part of the service station 
operation, and [I think by reason of the fact that the 
companies, the supplying companies in most instances do 
not operate service stations, that the merchant - the 
service station operator is in a better position to 
experiment in lines of merchandise or service that he 
thinks will be profitable. If, for instance, he went 
and “put ina Line of overalls it is within his discretion: 
ne might put in the overalls and see how they go and iz 
they do not} go weli and he finds it is out of Line with 
his business without too much loss he can retire from it. 
IY Shese “servi2e Stations were operated on 4 salary 
basis by the companies the amount of stock that they 
would have to put in and the policy of merchandising 

that they would have to consider in adding lines would 
probably make them very hesitant about trying new lines 
of endeavour. But the diversification which is open to 
the filling station operator here is in many instances 
his real opportunity in business. Tf he wants to put 
iy a ine ot eroceries and there is €@ place Tor it; fas 
there is probably no law against it, he may be able to 
make some profit on that. stveadl depends upon the man, 


his location, and various other things of that sort. 
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Now this business is not one free from cut-throat competition 
among these people. There is an element of cut-throat 
about it av all times, but from the standpoint of the 
consumer that is highly advantageous because it is one of 
the elements of the forces that move the prices downward, 
and the consumer stands to benefit by the difficulties 
experienced by the marketer. The more intensive the 
difficulties to the marketer the more likely the consumer 
is to benefit. 

Well now, I have been wondering. I noticed that runs 
through your view about competition and I have been 
querying that in my own mind. I gan see without difficulty, 
et course; the benefit of healthy competition. I have 
wondered the minute you get into what is commonly termed 
"cut-throat competition" if that does not inevitably and 
in due time lead to chaos, bankruptey and disintegration 
of that phase of the industry. And if that in turn and 
due ie Onsen, Or, to use a. term that bas been tded; the 
"Long swing" does not redound to the disadvantage of the 
buying publie? 

Leshould.eay that if that. tyoe of, competition .cocs tar 
enouch 1 i. might .be.necessary.for.the State to step in and 
Siep ete. ebay i S.whet we iried to dosduringe the Ne Hy A, 
tL do not believe that competition as an instrument even 

of itself is a perfect device. It is perfect in one 
diGPECLL ON. it is perfect towards downward moving prices. 
itis HOD pervect in establishing an ~existine level for 
everybody. It only works towards the low. 

ta it nov @ fact you can only go so far in good, sense? 


Brecon O1t. 


2 


PPaduée 


7) 
EE Oe. i ae Aa. a SOL Ba! foe e. 


GE 
ye 
ae eee cs 


Sethe Baa pike 


f., Gk Bh, DEBBAL TARGA 


do ot eaibines} ith, 


oe ged: ORB Ae 7 


i 


wed. > aE hte 


Ses 
Dag be ae eed, 


cue aang tt san age ayes ne nt 


ph) ee eke hese fortanaet inns 


agon: 8 tia a wae 


2) 


ED 


D 


-14,608- 
Bowe. Ls PSY. 
And that when you go beyond that it serves no one well? 
That is the way I, feel about, it. 
Including the public? | 
Veaiew > Lt. 
it does not serve the public and in the lone. run the 
other people, to be selling goods or merchandising them 


at a price below that at which they can afford to do it 


and that very soon they will be gone? 


inet 18 true. 

And then priees will jump? 

The ultimate in competition is to force monopoly. 

Yes? 

iS CCOnpeie On iS exerted, to. the very ldmitj, ify the. fighl 
economic advantage of a company is swung into the picture 
it is entirely possible that that company could establish 
punitive prices that would be destructive, and if it were 
sufficiently destructive monopoly would result. So that 
we are working within the optimum range of competition 
that is productive of a reasonable profit and not 
destructive of all profit. Our, Situation in the Ynited 
States during 1933 wag competition that was destructive 
of all profit and that was leading the way towards national 
demoralization. Lt involved, ail of we, and, out, evign 1 
stepping into that, although by some members of the 
industry and some economists called crack-pot Je gislation, 
nevertheless it did put a bottom, a.floor in the price- 
levels, which staved off cumplete Adin saat So that 
it seems to me you are working vetwoen two extremes at all 
times. 


Yes? 
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Dy ote es ies 
Or probably three. (1) Monopoly price with practically 
no competition;. (2) a condition of competition in which 
there are profits but not unreasonable profits ,and 
(3) competition gone wild with the destruction of even 
the bottom. And then it seems to me that on either of 
the two extremes that the State has a responsibility in 
preventing either monoprly prices through destructive 
competition or monopoly prices through the existence of 
Gniveionve selling agency of the gasoline and Aas to. the 
reasonablehess of the more or less optimum situation 
where things are going along well under competition. 
Now, we accept that view. May... dinvect your mind oo 
a further thought. if, that.be right, and 10 woul 
appear ther these service station people, are 2oine io 
absurd extremes in the matter of price-cutting as against 
each other to get some business, before we come to 
Government intervention is there anything in the thought 
that the servics station people, being an essential 
part of the oil industry, whether they have overalls on 
the side or wlether as overall people they are doing 
this business on the side, they are nonetheless an 
essential part of the industry and as to whether or not 
the industry then has not some responsibility in seeing 
to it that the individual greeq as distinguished from 
co-operative effort shall not destroy this part of the 
business, so that they are selling gasoline at prices 
that nobody can sell at with good sense. In short, have 
the oil companies no responsibility to see that a proper 
price is respected. Now that price, mind you, that 


approaches the ideal that we have been discussing, above 
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that let there be all the play there may be. 

I fée] that the oil companies do have that responsibility 
but they may be denied the right to exercise any respon- 
sibility by law. Now, I have gone through the unfortunate 
experience of trying to work with the industry co~operatively 
in the establishment of reasonable relationships between 
Joubers and dealers, and feel very much damaged personally 
by the fact that that point cof view was not cntertained by 
another branch of our Government. With the consequence 
that although under the law which existed up to May 2b, 
1935, I worked co-operatively, the result of that has been 
looked at askance by another Jepartment and prosecution 
has been started. as a matter of fact, it was started in 
eariy i956, largely-as a result of these Go-operavive 
6irorts in getting the oil companies to accept the 
TESspOnsibiitey in straientening out @ Gilriculs Situayion, 
Vie Geta v.On. bROre | CONCSrned @ thing Which as ee 
fundamental a problem as that you have here, “During the 
Code period there wae an attempt made to set prices and 


prices one of “the problems 


in the considération of setting 
unger discussion was the so-called jobber dealer margin. 
Now, the prite-Tixing was never approved, but some refiners 
Were ebDLe tO Jump the gun and estaplish” a margin on the 
basis of what was being discussed in this price-fixing 
order. That rode along for a number of months but under 

the competitive situation that then existed, largely as 

a resagns Of there being too much Crude Cll tne Marcin 
proved to be too much of an umbrella for various types of 
dirfierential selling. The consequence was that one 
company took the action on its own initiative of reducing 


tne Merein, “the joovber dealer tergin py Mali ja Sent, 
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Well; it happened #0 be the market leader, aaah meant 
that all other companies had to come to the same arrange- 
ment, of reducing the over-all mrgin one-half cent. 

Now, that particular company had no jobbers, that is 

in the American sense. They distributed through their 
own bulk plants and they were concerned with the over-all 
spread, the over-all jobber dealer spread. There were 
other companies that were extensively engaged in the 
jobving business and the question came as to whether the 
margin to dealers was to remain the same or whether the 
jobbers*should go up half a cent and reduce the dealer 

by half accent. Our Department took’ no offieial “action 
in the matter but we advised in it right straight through - 
and finally it was arrived at that the jobber would get 

2 eents and the dealer 24 cents under that situation. 
Now, the oil companies coulda not have come to any agree- 
ment of that sort, which to m was a perfectly reasonable 
asreement, Had ‘it mot been for’ the existence at that 
moment of the Ve Mice is Now, the same thing probably 
apylies here, that under the situation as now existant 

it provaply would be illegal for the “jobpers and ‘other 
re-sellers to get together and assume the responsibility 
With eceepectwmLo sdealer prices. ' The other thing is that 
even if they had the authority in law to do so they 

would nt be rid of the fact that it is difficult, once 
having established a margin, to maintain it under the 
isolation which is so common of the filling station. 
Well,there is,'of course, the legal consideration which 
you advert to. You say that although things might get 
so bad that the Government might think it necessary to 


20 Ginwend tix prices that it would we considered’ 1ilegal 
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if not criminal for the companies who wanted to do well 
by them all tec put on the fixed prices? 

It would be definitely foreign to the law of the United 
otates if they were to do it south of the Line. Pao 
not profess to have legal knowledge here but I merely 
raised the question as to whether they might under the 
laws as they now exist. 

It does seem to me, I got the impression from hearing the 
evidence about playing about with leases and service 
stations and so on, and the dealers who, to use your word, 
enis6l Here and there to get “something Lor’ themselves 

but that leads to the other fellow chiselfing to*get it 
back from them and that the whole process seemed a 
disorderly and chaotic approach .to the very simple 
question, and that is, Where does the level lie at which 
one might do business at a fair and reasonable profit? 

Of sourgs¢e,- as I described price’ wars yesterday, tow 

they affect sub-normal markets and how as a consequence 
of price-cutting there might be general recognition of a 
lower posted price, a lower tank waggon price on the 

part of the supplier, you can see that no company of any 
considerable responsibility can afford to jump at the 
first indication of chiselling. It is only when that 
chiselling aS Mice to the point where 21t can no longer 
be tolerated by reason of the diversion of gallonage and 
other facts, and there seems to be something fundamentally 
weak with the situation, that the company with wide 
Qistribution tan afford to reply with a general price 
reduction. 

Yes. Now, Doctor, another thing, you were speaking this 


morning at some length about the 100% dealer contract. 
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There is another matter; this may not be the time to 
discuss it but I want to ask you about it, and thdt is 
these contracts in respect of the crude oil produced 
from a well, which in this country in the main are made 
for. the life .of the well; Do you think that is a good 
thing or not? From the standpoint of the prodwer, 

of course, that is an assured means of disposing of such 
oil as the company may see fit to take. Bqauelily, are 

is tied up for all they want to take and cannot do 
business with somcone else. Have you any views as to 
the value of such contracts, as to whether they should 
be done away with; whether they should be limited for 

a period of years or months or whether they should not, 
be touched. You sec, we heard much complaint .in the 
eourge of the ~vidience about, partioularly strom, a think; 
Peo OWLS) wvliesbanen hers Com (nob. set wile » wey 
could only wet. that as a matter of grace from those.,who 
have all the other wells tied up. There might be 
nothing in this and it might be advantageous for the 
producers. ..enoral ly athat, hey should be tied.upsbimt of 
would merely like to know what you think about it. “We 
have had evidence..pointing to alleged evils iin connection 
with anyone being able to contract all fis usevil a in 
Ie LDS ke Or oO Ol them. To you think there is 
anythihg in the suggestion? 

AS sian ae the producer is concernec he.»is usually jooking 
for some such understanding that he may always have an 
Cute of cep ai 0.4), Now, with us there are very few 
contracts that tie up for the life of a well. They are 


usually tied up, with one, pipe Line or buyer .on the basis 
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DE. @.) Waplrey . 
of the posted price, but that does nut Seo ete from 
shifting to another buyer in the event that they ean get 
a better.deal: 
You, say,it is uncommon to contract for .thée life of the 
well ag between refiner and producer? 
Yes, it is uncommon. There are some such contracts but, 
for instance, we considered it rather a long time contract, 
for instance, for the Standard of Indiana when it con-— 
structed the pipe line tu Salt Lake City to tie up 
UUcciasericontracts for a period Of six years. Sanus not 
apecneralrinang swith us for the contract to cover the 
porpiodror the life of therwell. 
Whas aes (theeusuad) thing, Doctor? 
i Peallyyoould not answer that accurately pecause: 1 never 
have been close enough to the crude buying department 
to know the variety of contracts that they have. I cannot 
answeriifrom personal experience. I do Know, however, 
that it is not common tc have lifetime contracts on a 
well and that we even looked at the six-year contract ag 
a rather long contract. Bub what The average Vi sel 
cannot say. Or even what typical things were, i do not 
kriow << sateen very well eunderstand the mature oP ihe youyer 
because I do know that side of the thing much better. 
andvtine buyer, especially if he. is a small buyer; dislikes 
to be deprived of the opportunity to exercise hig 
bargaining power to get prices in the field down. and I 
should say that that is his primary interest, that he 
is not concerned about getting the crude, as a irule, 
because ordinarily he can get the crude at a price. But 
he-cannot get it below a price, the posted price as a 
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Drsd.s W.7Frey: 
long time contract. 
Well, these long time contracts have the effect, I suppose, 
of striking at the natural laws of ecbmpetition, even 
though the right to contract comes within the laws of 
competition. Po you think it is good or bad business 
(1) for the producer; (2) for the refiner and (3) for the 
public, that these contracts should be allowed, these 
life time contracts should be allowed to sontinue? 
Gon what basis? How are they to be priced over the life? 
mt CHATRMAN, Well, you tfave got a contract 
there, Mr. Frawley. 
MR. HARVIG: Tne DiLeld price. 
Me posted field price. 
MR. FRAWLEY: Yes, it is a term of the 
contract that it is to be purchased for the life of the 
well at tie posted Field price. 
MR. NOLAN: it is the market price prevailing 
in Turner Valley from time to time. 
NOW tics, COUuGeIMning the producer, L cannot see were 
Che (rOCucer GS Teceivings an injustices by reason of has 
arrangement on the Ling time basis if_he is being paid 
on the posted price, which we will assume is determined 
by competition, and is consequently the best price that 
the erude will bring in the market. As far as the 
refiner is concerned-<=- 
THE CHAIRMAN: nxcuse me one minute, these 
Contracts vrovide for the producer being at Liberty vo 
sell to anyone else anything that is not taken at the 
field price by the purchaser under the contract. That is 
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Dr. J. W. Frey. 
MR. FRAYLEY; Yes, that is right. 
THE CHAIRMAN: Major Lipsett suggests that 


is only for a limited period. He cannot contract with 
someone else for his surplus for more than six months. 
MR. FRAWLEY: No, I think the situation js 
if the purchaser does not require the whole of the 
production he may turn back what he does not wed to the 
producer and then the producer is free to sell it 
wherever herlikes. 

THE CHAIRMAN: But within a limited period of 


time. 


(Page -14,617- follows.) 
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Die ALS We Frey 


MR. FRAWLEY: Oh, I think it is just 
at the option of tho refinory then to rosume purchasing. 
THE CHAIRMAN: I mean, I am interrupting 
Dr. Frey's statement to make this clear because it may have 


some effect upon it. 


MR. FRAWLBY: Yese 
THR CHAIRMAN: If it is only from day to 


day that he can sell to somebody else, he has no freedom 


to sell to somobody else at all. 


MR. FRAWLEY: I think that is the effect 
OF tie 
THE CHAIRMAN: Because he cannot make a 


contract with them for a given number of barrels. 

MR. FRAWLEY: I think that is it. 

THE CHAIRMAN: So we haa better look at 
the contract before Dr. Frey makes his statement. We are 
not taking time unnecessarily. I am quite alive to the 
importance attachod to freedom to contract but wo put it 
very squarely, it was put very squarely to us in evidence 
for what it may be worth, that that ordinary legal privilege 
le-ds to an evil in this field and that is wry I want to 
explore it. We might take a short rest while you look 


up the contract. 
( An adjournment of 5 minutes was here taken. )} 


MR. FRAWLEY: | Mr. Chairman, this Royalito 
Contract is Exhibit "30" and Mr. Nolan and I have been looking 
at it and it does not s3em to contain the provision that both 
of us had in mind. It simply provides thet the pruchaser 


covenant, the vendor rather, that: 
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"It will not during the continuance of this agreement 
"sell or otherwise dispose of to any person, firm or 
"eorporation other than the purchaser any crude oil 
Yand/or crude naphtha as aforesaid from its well on 

Fine .~Seid. land.” 

But prior to that a provision appsars that, the first 
provision, thats: 

"the vendor hereovy sells to the purchaser and the 

"purchaser hereby purcheses from the vendor, subject 

"to what is hureinafter provided, all crude oil and/or 

"erude naphtha produced from" 
and then blank and our undorstanding is and we were told that 
toere was inserted inthere the description of the ou 
the producing property, and then as Il say the vending csompany, 
the producing company agreos, 

"not to soll or otherwise dispose of" tc any other 
person other than tho purchasor any of the crude oil or 
naphtha from its well on the said lands and that is really 
all, and then the purchasers convenants continue and they 
provide that they will pay the vendor the current wholosale 
price for such products prevailing in Turnor Valley at the 
time and place of production. 

THE CHAIRMAN: There is a limit of what 
they have to take, is there not, they do not have to take 
more than they went. 

MR. FRAWLBY: That is a thing that we were 
looking for. You see paragraph 4 (c) is the one that comes 
nearest to that: 

"Thet the purchaser shall at ali times have the right 

"to gurtail the production to be taken by it in 


YNeccordance with tho provisions of this agreement and 
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"in the event that the purchaser shall so curtail the 
"said production then and in that ovent it shall do so 
"on a basis which will be, insofar as it is logally 
“entitled so to dn, pro-rata with the reduced quantities 
"pirchased from other producery «nd the quantities 
“oroduced by it from its own properties and the vendor, 
Ywhll, insofar as it is legally able to do so, curtail 
"such production accordingly." 
You will remember, Mr. Chairman, that was the clause, 4 (3) 
which was used and uscful bofore the coming into offect of 
Conservation by Statute and now it is agreed, - and I think 
there is a submission to that effoet, - that that clause how 
is of no moment or of no consequence to either of the parties 
to this agreement, acenrding to the statement which was mado 
by Mr. Nolan.. 
THE CHAIRMAN: I had a vory clear recollec- 
tion, apparontly an errnncous ons, which is even more favor- 
abio to the oil companies than this would appear to be, that 
the seller of oll while ticé up to one eompany tothe extent 
that they want oil, do not have to just take what they would 
buy and keep tho rest in the ground, but that contract would 


seem to imply that. 


MRe FRAWLEY: Yese 
MR. HARVIE: I might say, Mr. Chairman, 


that it may be thet your impression i8 correct with reaspect 
to tho British American contract which is Bxhibit "1362". 

THE CHAIRMAN: That may be where I got it. 
MA. HARVIE: in general the terms ara 
these, that we do agree after the first 60 jays period, I 


think, to take ail production with certain limitiations. 
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We havo to give 30 Jays notice of eny limitation and in 
ease that wo do not take any amount, they are free to sell 
for eny length of time, where they please and at not less 
then the field price. There is that provision. wWOw 

if that cver comes back on to the market again we have the 
first refusal to increase the samount that we take but any 
time we are not taking it they are free to sell elsowhcre 


So Long as they do not sell at less than the field price. 


THE CHAIRMAN: Have you to give them 

any notices --- 

MR. HARVIB: In order to come back 

aang 

THS CHATRMAL: Yes, in order to come ea 


in, if you told them tomorrow, "We will only take a thousand 
barrels"? 


MR. HARVIB: we give them 50 days notice 


of any change. 


THE CHATRMAN: wither way? 
MR. HARVIB: tiither way. 
MAJOR LirssTT: in the Sontinel Royalites 


contract with the Imperial, there was a time limit, thore 
was a clause that they could sell the oil elsowhera if the 
Royalite Oil Company did not take it but there was a limited 
period, either six months or tvwelvo months, I am not sure 
which, in that parzticuler contract whieh, of course, was 
before the first pro-ration I think. 

MR. FRALEY: Yes, this contract, oh, 
before the ee Royalite pro-ration? 

MAJOR LIPSHEIT:; YeSe 

MR. FRALEY: | Theat was so, 1 think. 
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TH CHAIRMAN: Mr. OSampbell? 

MR. CAMPBELL: Thé contracts which were in 
existence, I think all contracts, I think the contract spoken 
about is a recent contract. Those which were in existence 
up to 1948 provided just what the contract eslis for plus 
another condition there that if the company, the owner of 

the well decides that he cannot produce at those prices, then 
the Royalite have the right to enter upon the property, put 

in whatever squipment is necessary to put that into production 
and charge it up agcsinst the welle That was a clause in that 


existing contract, if I remember, when it was discussed at 


Ottawa. 

MR. HARVIE: Which oxisting contract? 

MR. CAMPBSEL: The Royalite. 

THE CHATHMAN: Viell now we have more inform 


ation about contracts than we had, Drs Frey and have you any 
opinions to oxpress, which you think will be helpful to us? 
It seems to me it would not be unprefitable to consider some- 
thing of the aiieeorancs in the situation in the Unitod States 
end here in the history of crude oil purchasing. 

You will have to remember 
that when crude oil purchasing started about 80 years ag¢.o 
in the United States, thet the Standard Oi1 Company and other 
companies existent then were not crude oil producers; that 
that was dcfinitely an independent business and that even 
those companies did not act directly in the matter of 
purchasers; for instance one of the large purchasers for 
the Standard Oil Company was Seet, who just acted in a buyirg 
capacity in the oil fields; now as the fields moved westward 


and after 1915, these large oil companies also went into 
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production, and there was then the problem batween the oil 
produced by the company refining and tho oil that it was 


purchasing; when conditions were bad and it was not necessary 


for the oil company as a refiner to buy all of the oil produced 


in a field in which it had a pipe~lLine and in which it was 
producing, there was a tendency or at least an opportunity 
for the retiner to run the oil from his well end disregard 
the oil produced by others. This was considersd to be 
unfair and ‘ied to the passage of a number of State laws to 


overcome that defect; seven of the States now have laws 


that are eallcd "rateable taking Jaws" and a pipe-lins 
operating in an oil field undor such circumstanccs cannot 
take more from its own production or any sciocted producer 
than it does from tho fielé es a whole; it has to pro-rate 
its buying, 

Now you are not faced with 
that problem hore becauss the production is held down toa 
level where thore is not an oxcesss Now it seems to mc 
that as far as tho producer is concerned hoe is in a position 
whero the life of his well is protected so “ur: as producing 
is concerned and likewise the buyor who is, let us say, the 
rofiner or whatever kind of buyer he is, is protected in 
getting and having a definite source of supply. Who are 
the parties hurt? It seems to me that the parties hurt 
or who had a complaint aguinst this type of system ar~ two; 
(1) the producer who wants to produce more than tne allowable 
of the well, which he may sell at less than the posted pric; 
thet would be destructive of the posted price; the other 
is the buyor who wants to buy at loss thai. the posted price 


and who is just on the opposite side of the equation; those 
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are the two people who would aeierseri a the concerned in 
complaining against purchasing uf the type that exists in 
Turner Valley. 

THE CHAIRMAN: Now take a concrete case, 
the complaint which wo heard is, and I think it was from 

Mr. Plotkins of the Lion Oiis, that the refiners, othor than 
the Imperial or the British American, could not got oil except 
at a premium? 

At a premitim? 

Because the field is tied up to one or two refinerios. 

Of course I do not know the facts but is thore actually a 

i emium? 

Yes, and Major Lipsett says that we have the same somplaint 
from the Gas and O11 Products? 

I do not know what the evidence shows as to the amount of 
promiume 

Woll, whatever the amount may bs, I do not recall it at this 
moment githor, but certainly wo wore told that they could 
only buy it at a promium, wo ware told that by the Gas and 


OLL Products, what was the term --= 


MRK. FRAWLEY: A gathering chargs. 
THE CHAIRMAN: A gathering ehargo of what? 
Mae FRAWLEY: Of 6 Gents, although we were 


tole by the refiner that he was wiiling to run his pipe to 
the well and take dolivery at the wello 

THE CHATRMAN: 3u%t assuming a premium, 
Doctor, assuming a premium, I cannot say that it has been 
fully explored as to whothor 6 cents was a fuir handling 
charge or what the other charge would be whers the other 


refiner was willing to put his pipe to tho source of supply 
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bat at any rate that is one thing that results, thut. the 
producer having all his wells tied up, of course is not 

freo any more to play one refiner against another, that is 
from the producer's standpoint and perhaps he should not be; 
Iam just exploring it; from the standpoint of other 
refiners then the person who has the wells tied up, he 

has no placo to go in, except for what is not wanted by 

the refiners who have the field tied up and to the extent 

that he needs more oil he must pay, of course, whatever they 
may ask over the field price. 

MR. PRA LEY T wonder, Mr. Chairman, if 
we should not also tell Dr. Frey that it was because of that 
statoment that Mr. Nolan made his stutement very fully to 

the Commission, und it now appears from Mr. Nolan's statement 
on behalf of his client, that they will sell to anyone desiring 
oil at Calgary, at the posted field price plus a carrying 
charge 

THis CHATRMAN: I am not forget*ul: of that. 
I think that was a very proper statement for Mr. Nolan to make 
and a very fine position for his clients to take up but I am 
talking about, not what is done as a matter of grace, which 
may change with the personell of the Board of Directors of 


a company but what is the proper situation. 


MR. FRAVLEY: My point is, Mr. Chairman, 
that that was reguired; other than that thero would 


have beon a complete absSinec of ability to buy crude because 
of the existence of these contracts tying up the wells. 

THE CHAIRMAN: quite. 

MR. FRALEY: That was my point and it 


was bocausoe of that the other thing followed. 
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THE CHA LRMAN: I do not want it to be 
thought that I am in the least minimizing the tmportance of 
the statement which Mr. Nolan was authorized to make. I think 
it was a very fair and just position for any Corporation to 
take up, whore they have tha whiphand, but what I am exploring 
now is whether or not that condition of affairs should be 


allowed to arisc? 


WITNESS: It does not exist now then? 
TH CHAIRMAN: Yes, it exists now oxcept 


insofar as a matter of grace and they have said they will, 
but for how long it is not detcrmined, but for the present 
they will sell to anyono wanting oil at the field price 
plus a handling charge; now then that is, it comes fee 
to me now, that the company. the Gas & Oil Products say, 
"While that statement is being implemontod, we do not 
know about that, at the City of Celgary, that nonetheless 
we, the Gas & Oil Products have a refinery that is not in 
the City of Calgary and we buy at field prices all right 
enough but we are Pr atees a handling charge of 6 ecents which 
is wholly unreasonable in view of the fact that we are su 
close to the source of supply and we put our pipe-lines into 
the source of supply", those are just, it seams to ine 
collateral complaints and colleteral considerations. The 
thing is,is it right that omo company or three companies 
Gan tie up a whole field so that no other refiner can get 
oil and so that the producers cannot treat with other 
refiners? 

Wet) if they did not, supposing they did not’ tie it up, 
then what would be the consequence; the produeor would 
have no assurod outlstse 


Why not, would he not have precisely the same outlet, bocause 
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under the contract which has been brought to our notice, 

the oil compsny neod not take any more than it needs; it 
does agree to pro~rate what they do take but they do mt 

have to take any if they do not want it; he has tied up 
his well to sell what he has got but he has no assurance that 
he will sell any if the oil company wanted to move to another 
field? 

A Of course there is the question of who is going to pRy for 
the eollecting of the oil. 

Q, Yes? 

A The buyer, the person who enters intn this contract eventually 
puts in the m~uipment necessary to collect and is entitled -- 

Q The pipe-line company have the collecting line and has been 
allowed for it in its rate. 

A Have an allowance for it? 

Q Yes, it was never severed from the main transportation. 

Q MAJOR LIPSETT: And it is distinct from the 
buying. you see, Dr. Froy? 

A Well so far as I ean look at it, it seems to ms that thoroe 
are only two complaints; if the purchaser or the intending 
purchaser can zet the oil, providing he can buy it at not too 
high a brokerage, it seems to me the person who holds the 
contrsct for taking the supply is entitled to a brokerage; 
now how much that brokerage should be I am not prepared to 
say; beyond that it does not seen that he is entitled to 
anything more. 

a THe CHAIRMAN: Should such a contract be 
allowed for the life-time of the fiold, for the life of the 
well, that is what I am considering, or should there be some 


limit as apparently there is in the United States? 
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Dr. de We Frey era Ont ye 

L The limitation in the Unitod States is not due to lawe It 
is due to the differoénce in the physical condition. 

Q A well may not be expected tn last more than that period of 
time or what? 

A Well, tho normal flush under unrestricted flow is about three 
yoars so that you have s comparatively short-lived well anyway 
and. the life is not s long time; now how much longer it is 
here I do not know and really thore has not been snough history 
to find out. 

No. 

The fast for instances that this new contract with the Standard 
nf Indiana under its pipo~line to Salt leke City takes a six 
year eontract on production was done clearly to provide a 
supply for that line long 3nough to justify the construction 
of it. 

Q, I am putting one sido of it but I Gan quite see the force of 
the other side? 

A Yese 

Q That evury refinery should be allowed to contract in order 
that it may have a back-log of supply? 

Yess 

Q May have enough Wells tied up sc that it ean be assured of 
having a supply for its refining processes. 

4 ‘0 hii bisa eulLns more | <= 

Q te a iy interrupt, there is the ovher side of it of course, 


that one company, if you can imagine it, one company being in 
first and able to tice up the wholo field so that no other 
refinery can get any oil except at a premium or as a matter 
of grace. 


ws Well, are there not nov wells coming in all the time? 
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MR. FRAWLEY: They are being tied up as 
fast as they come in. | 


Is there not competition botween the buyers as to who gets 


the well? 

THE CHAIRMAN: Noe 

MR. NOLAN: ‘hy is there not? 

THE CHAIRMAN: : Well I say, "No" because 


I just understood Counsel to say that the contracts Gallod 

for the production of all the wells. 

MR. NOLAN: No, the wells which are being 
brought into production, under the old contract, there is froo 
and open competition as to who shall be the purchaser of the 
production of that well. 

THE CHAIRMAN: That is right, Mr. Nolan, 

I have not looked into the contract. 

MR. NOLSN: The well which has not been 
brought into production as yet, br. Frey's point is that thero 
are new wells being brought in all the time. 

THs CHAIRMAN: jell you understand thise 

If your company contracted with John Smith today, it is in 
respect of one well only, is it? 

MR. NOLAN: Yes, My Lorde 

THE CHAIRMAN: | 4nd it is not in respoct of 
his property? 

MR. NOLAN: No. 

THE CHAIRMAN: It does not touch their wells 
as they come into production; if that is so, that is another 
matter. 


MR. NOLAN: This is referable to a 


particular well. 
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THi CHAIRMAN: Bach contract is in respect 
of a well? 

ME. NOLAN: | Yes. 

MR. FRALEY: Oh, yeSe Oh, well, a well, 


I daresay that a company could very sasily sign a contract 

of tuis sort and then inelude any number of wells in the blank 
Sspacs provided. 

THE CHAIRMAN: That is all right, Mr. Frawloy, 
but what I am trying to put to Dre Frey, is the complaint which 
wo have had put to use 

Miro. FRAWLEY: Quits soe 

THE CHAIRMAN: Now if the contracts in vogue 
in this Valley just cover a well which is in production, that 


is one thing -+=~ 


MR« FRAWLEY: YeSe 
THE CHAIRMAN: Then it means that overybndy 


who wants oil can @o and compete when a new woll comes in? 
MR. NOLAN: Yese 

MR. FRALEY: Now I think wo will have tc 
have some more facts on this. | 

THE CHAIRMAN: Sut if the company contracts 
for wells as and when they come into production, that is an 
entirely different thing. 
MR. NOLAN: I would like Dr. Frey to 
keep in mind, Mr. Chairman, if I may suggest it, that this 
particular complaint of Gas and Oil Products was that they 
wanted oil from my company botwoen the 6th of May and the 15th 
day of June in this year, 1939, and only during that pericd; 
thet they thought that thev would not noed it any more than 
that Weaaa they would have sufficient production of their 


own to supply their own reguirsments. Lb thipk it te feir 
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to bring that point out, to show that it is not a refinery 
coming along to 4a producer and saying, "I want so many barrels 
of oil for so many days or so many months or so much a year". 
He wants it when he has not got enough of his own and that is 
only during that period in which he is temporarily embarrassed. 
MR. HARVIL: It is only during the peak 
season and I might say the other complaint was, in the case 

I think of our company where it was a specific purchaso of 
40,000 barrels at the top of the peak season, so these 
complaints are not comparable maybe at all with the general 
purchaser in the field. 

THS CHAIRMAN: No, and I am not in the loast 
concerned with the complaint as suche We are not trying out 
the rights and wrongs of these particular complaints and only 
just insufar as they alter the condition are they important 
but what we are trying to get light upon is as to whethor or 
not it is the part of wisdom to allow a whole field to be 
tied up to one or two refineries becauss, while we recognize 
the right of freedom to contract, we equally recognize the 
complete freedom of legislaturos to interfere with that right, 


as has been frequently done. 


Mie HARVIE: I think so but--- 
THE CHAIRMAN: Now the question is whether 


or not, I am not talking of either complaints or rights, but 
whether or not it is sound to have any such interforerse; is 
it sound to perpetuate a company or a condition that ean tie 
up the whole field; if it is we should say so and if it is 
not we should say so with equal readiness; that is what I 

am trying to explore. 


MRe HARVIn: In asking Dr. Frey his opinion, 
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he should have a reasonably accurate picture painted of it. 
As I understand it presently there are four refineries with 
contracts in the field, not just one or two but four. 

MR. FRALEY: How many? 

MR. HARVIE: Yours there is the Lion 


Oil that has a contract with one well, 


MR. PRA’LEY: Yes, with one well. 
MR. HARVIE: And there is the Gas & Oil 


Products with several wells. 


Mie FRAWLEY: FOUL Ore lives 

Mae HARVIE: I do not know just the number 
NOWe 

THs GHA LiiiA WN: Tdo Now taink otis t eviene 


at all. A new company might come in tomorrow with another 
contract. 

MR. NOLAN: Mr. Chairman, as you have boen 
told, Mr. LeSueur knows a great deal about the production end 
of this business of ourse It perhaps would be well to allow 
him to inform the STommission as to the exact situation which 
exists there, whether or not those contract cover one well 

or several wells, what happens to the new wells as they are 
brought in, is there free and open competition in respect to 
those and then perhaps it would be convenicnt to have Di Frey 
give us his opinion as to the proprioty of the contracts 

when we have the contrects more definitely before use 

THE CHAIRMAN: of course we could read 


the contracts ourselvese 


Mx. Fad’ LOY: Yes, but something occurred 
Loeioaye= = 
THE CHAIRMAN: We could find out whether it 


is and we should have read them ourselves instead of asking so 
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Dr. hye We Frey 
much about them. 
MR. FRALEY: But immediately the point is 


raised whether or not the company contracts as a company fcr 
individual wells as they come ine This does not say and then 
it says, Whereas the vendor, that is the producer company, 
I think this answers it: | 
"Whereas the vendor owns or controls the petroleum 
Nand natural gas rights in and under those certain 
"tracts or parcels of land situate in the Province 
"of Alberta and GORDO US 4 Ne pa M 
and then there is a blank. Now then, they can inseit either 
one or all of thoir lands there. 
MR. NOLAN: But we do note 
MR. FRAWLAYs And then the contract goes on; 
NAnd whereas the vendor has drilled or caused to be 
"drilled procucing petroleum and natural gas wolis 
Yon the seid ene and whereas the vendor is desirous 
"of selling the crude oil and/or crade naphtha obtained 
Woy 3% from its well" 
end there is a blank there 
Mont itihe Sse3d land." ---- 
MR. NOLAN: And then the rest follows. 
MR. FRAWLEY: And is desirous, "the 
purchaser is desirous of purchasing the same as in this 
agreement hereinafter set forth." 
It seems it contemplates 
a number of contracts. 
THE CHAIRMAN: Now, Mr. Frawley, you hed 
better find some Live contracts which are outstanding to 


show what they are for. 


MR. FRAWLEY: I think we had better have 
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Mr. Burns come up with his whole batch of contracts. 


THE CHAIRMAN: It will be one thing or 
the other. 

MR. FRALEY: Yese 

THE CHAIRMAN: I can see it, as each well 


comes in on any company's land, if there ts open and free 
competition as to the porson that shall get the oil from 
that well, there does not seem to be much foree in saying 
that it is not wide open and free but if everybody who 
contracts contracts for all their wells, and all their wells 
now in being or to come into production, thon that is a 
different story. 

MR FRAWLEY * Oh, I think we must havo 
some more information about it. 

TH CHA TRMAN: Perhaps as My. Nolan suggests 
we had better just leave the matter until we are able to give 
Dr. Frey more information as to the nature of the contracts. 
MR. CAMPBELL: There is just one point, — 
My Lord, when the matter is being surveyed, there is a point 
whieh should be considered When you are surveying the Meche 
guestion of contracts, let us assume for example that these 
wotls reach the point whore they are producing the 60,000 
barrels each year discussed here and £0,000 is Western 
Canadian eonsumption, now what happens when the pipe-line 

or somebody who is taking oil east, wants 40,000 barrels of 
oOLlk; ‘under these contracts he must 20, as you have just se 
ably pointed out, to some other company and by their good 


graces, buy that oil from them; now that is a point which 
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arose, and I think, as Mr. Nolan will tell you, a letter 
was Siven that their company would deliver oil but that 
letter can be cancelled at any time by the wishes of thet 
Board of Diroctors. 

THE CHAIRMAN: Well, you will pursue the 
matter of inguiry as to the factual situation? 


UR. FRAWLEY: Yes, that is the point. 


( Go to Page 14,635 } 
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MR. PRAWLEY: Then we will pess from the 
Mevter of conirscts, 
THE CHAIRMAN : it hes bésn suggested, Mr. 


Frawley, that these contracts must be made before theré is any 
oil at all, because they are made in respect of wells 
thet are,in some instences, thet ere being financed, tefore 
it can be known and before the drilling is done end before 
it cen be known whether there is any oil or not. 
MR. FRAWLEY: NeoWwere certeiniy told oF 
companies finding themselves in the position that they are 
partly drilled but they cannot further finance and they 
go to Royelite - I say Royalite as a compeny with money 
and with drilling equipment - to complete the well and then 
as a term of that assistance an assurance is given that the 
well when in production, the production of the well will go 
to the Royalite Company when it comes in. We certainly 
have been told about that. 

A Thet is, common with us tog. 
Mis FRAWLEY: You are qiite right Mr. Chair- 
man, there must be some other arrangemsnt . This is what 
they call a stenderd form of contract, but these arrangements 
must be the subject of special contracts when assistance is 
given to a well and completion is made by the hoyelite. Then 
I presume there is a special contract made and it has a4 
special provision for the product if and when it is reached. 
THE CHAIRMAN: Well we would be very loathe to 
interfere with fresdom of contracts. At the same time if we 
had the power we would be loath to do so in the matter of 


recommendation unless we were of the opinion thet freedom 


Gf contract, has led to ebuses, There has been & right, of 


freedom of contrect curtailed becsuse it seems to have been 


open to abuse. We do not want to make some recommendation 
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without exploration in this open court room of the situation. 
MR. FRAWLEY? Qite so, 

THE CHAIRMAN: We Shall certainly be very glad 
to hear Mr. LeSueur, as Mr. Nolan suggests dnd to heer from 
Wier Coy sa you are able to. But the fects berore him. OL 

have been perheps under a misapprehension Mr. Nolan and I 
shall read the contract put in for myself but I was certainly 
under the impression that companies contrected with each other 


for all of their welis.* I may be quite wrong. 


MR. FRAWLSY: For all of their wells? 
THE CHAT RMAN: Yes. 
MR. FRAWLEY: We will have to find out 


ebout that. The contrect would seem to talk about a well. 
Thet form of contract I take it is open to everybody? 

THE CHAIRMAN: That form is a blank form 

end anything could be filled there, for one well or fifty. 
MR. FRAWLEY: I think that when Mr. LeSueur 
comes that Mr. Burns should come with him or someone else 
come with him with some of those ‘contracts, 

THE CHAIRMAN: Of course thet is what Mr. 
Campbell points out that the field might be tied up. 

MR. FRAWL&Y: And thet is where Mr. LeSueur's 
letter that Mr. Campbell has referred to begins to operate, 
Tt is like Mr. Nolan's statement and I would not for a moment 
want to be taken as saying there is anytning wrong with it. 
TH CHAIRMAN: There is nothing wrong with it. 
As I said before it is a fair and gencsrous thing today and 

it might only last until tomorrow. Mr. LeSueur might be 

over ridden by some new body of directors. 

MR. FRAWLEY: we will ask Mr. LeSueur to 
deal with these perticular things. Now may I pass from 


that question -- 
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MR. COMMISSIONR LIPSETT: Before you pass I wanted to 
ask Dr, Frey about this 100% matter. Dr. Rrey you were 
giving us the picture of the various dealers giving various 
prices to different ¢ustomers going and buying at the 
garage or service station or at the pump. You told us 
there were probably two or three different spreads accept- 
ed by the dealer. Now I wuld like to assume just for the 
moment thet some form of control of price fixing would be 
justifiable in this ,and might be justified and might be 
recommended but leaving that out for the moment, would it 
under these conditions be desireable to arrive at the 
summation of the verious spreads and arrive at a uniform 
spreed for everybody and bind the dealer to give that 
spread and no more end to take thet spread forshimself and 
no more, in every case. Supposing the result was that you 
hed somebody buying on 4 spread of 3¢ and some body on a 
spread of 34¢ and somebody on a spreed of 4¢, working out 
the weighted average and say 33¢, would it be desirable to 
fix that es the maximum spread that the dealer could have, 
Tt does not seem that it would be impossible under present 
conditions as now we have a refinery price fixed by the 
refiners. Yau have a freight rate on top of that, taxes 
On top. OlLathetend. his parti cular epread, oliop (oly ahet, 
which would finally give you the price thet would be paid 
by the public at a particular point, and make that prices 
available,no more or no less,to ee ee at thet 
particular point from thet particular dealer. what I 
would like is your views as to whether thet would be 4 
sound principle and whether it would lead to @ reduction 
in the price of gasoline to the consumer in general. 
Well first es to the facts. We know thet there is more 


than one price and that the posted price is not the price 
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Sw WO oot Te sO lO. Ths ige a Tests. Now ttt ve something 
below thet of the average ee einne Now the next step is 
¢ theory. In theory it would be desirable for all purchasers 
et © common plece of business to keep the seme price. But 

how to obtain it in actuality might be quite enother matter. 
I should sey thet the fixing of « mergin would be highly 
disadventageous to the honest men and a fine weepon for the 
dishonest. That if you esteblished, if a margin were to 

be esteblished I think the morsel responsibility would then 
fall on the Stete to see thet the honest man was protected 
egainst the dishonest and I recognize es a matter of fact 
that that is a very difficult operation, 

THE CHAIRMAN: Like standardization it would 
be just es good es the police work was effective? 

Yes oll. 

MR. COMMISSION@GR LIPSLTT: Would it° beso difficult to 
protect the honest men, Dr. Frey, on the assumption that 

that spread between the refiner price and the consumer 

price was fixed with a spread thet was only enough to give 

6 reasonable return to the dealer if he got that spread on 
geil his turnover? 

Even if you’ wiped out all of the margin and said that he 
could not sell at a profit you would not know whether 

thet was 6 reasoneble reletionship because of the diversity 
of filling stations, 

Suppose you got to the. stage where you Tix, Where (Lt wes 

just evenly balanced and he had no profit, I meen a theoretical 
case, thet man then could he sell or give any rebate Of 1. view 
because if he did he hidta be giving them out of his own pocket? 
You would heve to assure different margins for every service 
station in that event becsuse whet constitutes a profit for 


one 3ervice station would not be for another, 
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You take the whole city of Calgary where it is 4#¢ 

and that is theoretically in existence everywhere? 
Yessir. 

Supposing you found thet these rebates if thet amounted 
to say l¢, would there be anything wrong or difficult to 
enforce to make the spread 3$¢ and put it thet that was 

to apply to everything? 

It would not though. There is nothing wrong with the 
theory. “I think the principle is excellent but the fact 

of the matter is that if you fixed it at Sé¢ that is ‘all -you 
would do, unless you would police the stations to see that 
they did sell at 32¢. 

Would that be any more difficult than saying en inesenien 

to provide against the quality of the food or something 

like that or ae meat inspector or a milk inspector? 

Yes indeed. I1t involves every single transaction that 
o¢equrs at that station , 

That of course would equally apply to every gallon of 

milk or every steer that was converted into meat, in theory? 
In theory -- 

Is not the way you would adopt to that would be to try and 
find a case every now and agein where the law wes: infringed 
and prosecute, prices beine well known? 

But all the time the honest man would be penalized by the 
dishonest. In milk you have a transfer by a centrel organ- 
ization which is selling usually on aréait to tue consumer 
{= e-oenotas © mean does the dairy receive its so much 6 
guart cach day or doés it render bills at the end of the 


month for so much milk. 


MR. FRAWL2Y: From the householder? 


Yes 
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TH CHAIRMAN: By, tickets. 
A By tickets. 


a) They certsinly pay cash. 


MR. NOLAN: And in advance. 
A Thet Prceludes the possibility doss it not. 
MR. FRAWLEY: whet Major Lipsett is 


pointing out to you is we have made in this Province 

milk a Public Utility end there have bezn some infrections. 
There have been prosecutions, there hevé bon convictions 
and fines. 


A Yes, 


Must one be so discoureged that one just’ throws up one's 


ib) 


hands end says, “Oh well you will heve to have a policeman 
et each stetion." Gr must you do like you enforce every 
other penal statute and prosecute from time to time for 
the salutory effect of a conviction? 

A Them .faelh beckon my major premise that the law is just 
as good as the enforcement. 

2 We pride ourselves on enforcement in this part of the King's 
Dominions. 

A I hope you are more successful tien we were, 
May eCOMMILSSION ER  LIPSSTT: &£ssume the enforcement of 
Lt; Abra s ney; with possible lapses and possible exceptions, 
but eansuming enforcement generelly, what about the principle 
would thet be sound’? 

A There is nothing wrong with the principle if all sales to 
filling stations were et a common basis. 


And the same to the filling stations? 


2 


A The seme to the filling stations es from the filling stations 
bite beer eorect there you, do. nol, beve sales. to. The Tiliing 
stations that ere identical end. the fact you do not have 


selies| from the filline stetions thet ere identical thet 


aay 
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gives you definite competition! You can freeze compet- 
ition by saying thet filling stations must be sold to 

by all the oil companies at the same price end then you 

cen further rigidify the structure by saying that all 
service stetions must chsrge the same margin. Then you 
heve ae thoroughly rigid situation end there is no interplay 
of competition at ell, because it is all crystallized. 

You mean to say thet you cannct start with the basis of, 
teke the case of the Imperisl Oil Company, that you could 
NOteet ann Wath their refinery. price plus freight, plus taxes? 
No Sir. It cannot ve done because we have just heard here 
today that this company sells to filling stetions for in- 
stence on 100% and split accctsnt beses. The statement has 
been made that certsin other companies sell all at a 100% 
basis. Now there probably are other companies that sell 
on some other basis. The result is that we ere not stert- 
ing out from a common base in our filling stetion operetions 
nor are we getting a common top by reason of the fact there 
is differential selling between the posted price end the 
actual wransactions. 

Well assume for the moment Dr. Frey - I em not at all 

going to suggest thet it would be correct, but assume that 
the price thet the consumer is paying st the present moment 
is too high. Has the Govarnment and the public got to be 
without any remedy? 

If the price is too high the Government cén establish a 
price; ;oan tt Lt. 

Well thet is whet I am rather suggesting to you, would 

it not be possible to do thet on the basis of say the 
refinery price plus freight, plus taxes, plus whet would 


be considered s feir average spread to each handler, thet 


is desler. 
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Dr. J. W. Frey 


Where would you consider a proper place to establish 

that price. Thrt would depend <pon many other consider- 
ations and that is would you @mnsider it desirable 

to establish it on the posted price et the service station 
or on the tenk wagon price or at the delivery to the 
morechendisor, the jobbor. A considereble difference would 
exist in the philosophy of the thing depending which of 
those points you would operete in establishing a price. 
Well I take it that whetever the steps were thet the ult- 
imete object would be to secure a fair price or charge 
when it reached the ultimate consumer, I think thet 

would be of interest to the Government nd ths public would 
it not? 

That depends upon your ultimate consumer and nein you 
Miatucheseiiy Vour,cOnsumsre es ,40 .commercial comsumere;.es 
to farmers, es to transportation companies, as to the 
Government end as to the ordinery automobile driver and 

80 -0n.. In,sach.one of those there must be a Lavell. 

Does it lead you to the conclusion thet the whole thing 

is futile? 

L think very. decidedly. 

And that the companies and the dealers in this Province 

can fix any price in fact that they can get’ 

They take what they can get and what they can get is deter- 
mined by competition. 

THE CHAIRMAN: You think there is no basis 
upon which price fixing can be sensibly done by any Govern- 
ment agency, do you? | 
I say thet if the Government is willing to undertake the 
complete responsibility cf Public Utility operations, 
Utherwise not? 


Otherwise I doubt the advissbility, except in emergencies, 


’ i A r ‘ 

4 S - 

; * ad - 

; ° . alae «7 
. * 
* 

ee 
. aden. ey ie in 
a ; \ i 5 i et what eee ; tis 
nye < : ? pared Qu : Cibo ha ; . - A 2 
oa a, , . Fs : ist i iz: Pa 3 
a 3 : ee a : sas a = 4 % : a. ; ie 
— pinta ie e: i -. 
lr X i ‘a ° a4 in t 7 Go? 
oI books ri ‘ , a nad af em - = ‘ ! aaa st 
2 : ; ret an its he ‘ aC tt ee 
Qs . . ih es ' tS t 
rT a f — . - © 
; i > . ited ; 3 ne *; oe: oo 

een + = U Come 6 ° bees) ’ afew, ti. . = co 

é : ; ; = z 7 = tal a = ot 

on = R ; =i ty a ect boas is : Hs 

5] Es be { * = 

Me : x < 1 ae = rs eet C= 

te? = oe we : 3 ee, om ro aa 3 3 is 3 : 1 

Wie oe “3 Ss , ‘ ‘ : cle tr Oy a 

ns ~ 4 M =f ved, e Sy aye she te 
‘ tee a - 2 roo ws? oh = ~ 
3 oy : ns ae) F - t 
: dee. Pape Ef a - Ce 
. x 0 : or & ae’ a é i 
gai . , 4 ie z ae : aes z : s ‘ 
‘ai cies : > 3 nt 
. 2 shit - z “ {> i 14 Cs 
q a Be ; : : Mi cn on 
; ' é iat oe ;- 
= : ra = as % - Ly 5 oe - ee 3 = 
e c 4 " * sts ayes a w 4 
: : is é Pie ve = . s r “ 
g oS <a : ra Zs pe F , eine $e a = 
tS z : : : cS 4 = sy ee *y fee 
z, ; ot : 3 : EZ ae = 
: sey = ‘ Ainly ~ 
op % ‘ 3 : « 5 air } ee Ay prwe A 
“~ =A 5 \ a Tree 
aed vot 4 ~ fe f 5) - os 
- z u ~ Cae = 7 ane ee or pars 
f = = 3 : Fes = aS ee ; ie ‘ 2 
leg = ae Pea, pan = , ° ms 
:. ' - _ a ‘ e 
wh : 
ie ° ‘ - aie Let x 7s 5 -- 
cg 7) . i ne 2 : , ae : e 
= oe 4 i mS oy = x ne ue 5 sad ams 
’ : : = cae eon oF oe = ‘ F’ =. a 
1 i < : ‘ : i “ es 2 
as . 4 5 ey, A i oa ’ oes 
: , : : in =e fone 3 = 
z hes: ’ 3 a is ee ‘ ae rod “3 4 na “" 
x ‘ ben . + + * 8 i ee ony es -* toy 
j = ee ‘ 5 ‘ H A rs aa p t 
za) > ' ais Ne , ‘ , a oh ose sie ae 
us , +S oa = 
4 ere - es ee) * “4 : ne re 
1 P rc 7 < ‘os 
. = ~S 3 Mee - : : ; 
a : yi a : pe 5 A : : os tay + 
~ ao . Ao > " < ‘, £ cae ‘ 35 Lee 
wae 3 bere a ' on @ ai 3 rie ef = sf 
% : ey 3 bs - ~ ies Bas “5 ‘ 
= La oe é ea : : a t _ ig 
- * a i Ee m2 eS 5 
- ‘ Br . : a rs ee B a 
oe “a cae ; % Li 
} sen ‘ a : $ xo , 
re a a : = és ae vs oor = 
Pte A a : es ; 
S ~t 7 (es “a =X : * 
G we ‘ j : ; : ae - - 
Tk * “ ie U am ata} 0.4 - fs 
- 1s { ees q ¥ vd 
eet ae Pisses a ray : 
i . ie ee 5 ud eee aes 
a ex aed Ms ¥ a 7 os ee : 
ay ( Sant . ‘ a 
ty af 3 oe A ‘ r 5 oy Cs an 
oA ‘ os 43 Bei rs 2 om he ,> mm = 
< “2 Oks ~~ - 
= ae : 4 ua rey 
4 z re 2 Ce5 
- ° % = Pony ‘ ahes 
f : aes ‘ t eee 
i fi = - Se ht 
- S 
, ; tt ey 
ae ee nt 


Ds 


-14,643- 


either when things heve teken the top flight or there is 
no bottom, and then for the period of the emergency. 

Only? 

Only. 

MR. FRAWLEY: I wes going to put that very 
question to you in this form. Let us assume that the 
Commission came to the conclusion finally thst the price 
of gesoline, the Calgery tenk wagon, should be reduced by 
xX cents, or for that matter increased by X cents. There 
should be some change. I will ask you to assum ewith me 
that, should we leave it to just making ctiggestions to 

the Imperiai Oil, the price leader, that they snould adopt 
the Commission's recommendetion. Just assume that with me 
then what can tne Commission do with the object of sesing 
that its recommendation is sanctioned and made effective * 
It must get Government sanction. 

And what is the neture of the verious kinds of Government 
Section, 11 there be more then one Kine thet may be 
applied’ 

There are verious kinds. You mean other then passing a lew 
wo some Eiirect? 

No I mean the passing of a law but other then going the 
wiole uistance of making it a Public Utility completely 


Siovetsoluiely and puiting 11 under the Public Utilitics 


Act. Because you see it would be Yery simple and expedient 
to simply make gasoline e Public Utility and then the Public 
Utilities Act would operate. That is merely for your in- 
forme*ion as to the expeniency of it. But whet can be done 
short of thet. What can be done short of meking it a Public 
Utility, subject to the full application of the Public 


Utilities Act? 
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The only thing thet. you could do would be to pass a 

law similar to thet in Nuva Scotia in which the price 

is fixed. JI do not know about the operation of the 

Nova Scotia law. 

THE CHAIRMAN: British Columbia you mean 
Cory Vou 

MR. FRAWL SY: There is ons in Sritish 
Columbia, 

THE CHAIRMAN: Nove Scotia have the Public 
Utilities Boerd fix’ the price. 

MR. FRAWLEY: That is section 26 of the 
Nova Scotia statut’S which I might just call tc the 
Commissions attention. It is calleu, “An #ct to License 
the sele within Nova Scotia of Gsesoline for use within 
the Province. Being chapter 2 of the Statutes of Nova 
Scotia, 1934.% Now Section 26 reacs, "The Board may from 
time to time ;when it deems it expedient fix the price 

or prices at which any licensee or Licensees shall sell 
gesoline in eny part of Nova Scotia for use in Nova seotia,” 
‘nd sub-section 8, “The prices at which gasoline was sold 
or offered for sale by the licensees in Nova Scotia for use 
in Nove Scotia on the first day of January 1957 shall not 
be increased unless and until the approval of the Board 
has first been obtained on applicetion maue to it for 

toeat purpose,” The third sub-section 1s the penalty 
section. Now it would not be right to say it was made 

a Public Utility in Nove Scrtia. The powers of the Nove 
Scotia Public Utility Board with respect to gescline are 
only such as contained in this statute but there are a 
great many of them as to proceedure end otherwise. Now 
what do you think ebout the section, a statute, a sanction 


of thet kind to implement the views of any Inquiring body 
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such as this with respect to reductions in the priée of 
gesoline? 
A You meen do I approve of thet type of regulation? 
9 yes, just that that I reed to you, the power to make 
& price from time to time. 
A If the Commission arrived at the conclusion thet the prices 
here were so completely out of line thet they required, 
as drastic action es that I do not suppose there is a™my- 
thing else thet could be done about it. 
THE CHET RMAN: Short of making it a Utility? 
A Except making it a Utility. As fer as I am concerned I 
do not ses anything here in the gasoline distribution that 
is so terribly out of line as to force a price regulation 
at every point in the structure, end that is whet it 
amounts to. I think that type of law can be very very ne 
feir. it igavYss all the discretion in the hands of the 
Commission and establishs absolutely no standards of equity. 
MR. FRAWLEY: what I wanted to get your 
views about Dr. and what I asked you in the beginning was, 
you seid you thought that there was either just one thing 
or the other, to make it a Public Utility as we recognize 
that word to be in this Province - our telephones, our 
ges company end so ene and aon the milk business in certain 
areas only. I was going to get your views of what I 
considered to be a half measure, a step only in the direction 
of making it a complete Pybdlic Utility. 
MR. NOLAN: I wonder, Mr. Chairman, if 
before Dr. Frey enswers, whether Mr. Frawley knows if this 
Section 26 of ths Nova Scotia Act has ever been invoked 
or whether or not the competition in Nova Scotia has not 
been such thet there was never necessity to refer to the 


lenguage of Section “6? 
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MR. FRAWLEY: Well that is beside the 
point that I em raisinge I am only asking Dr. Frey's 
views abovt the nature of the sanction which might be 
applied to implement the views of any body, upon the 
assumption purely that the reductions in the price of 
resoline were invoked, That is @L1. 

if legel ection is necessary to reduce the price of 
eccoline iw peing Pound thet it 15 too highs and thet 


is the assumption. 


Then I do not feel that I em a writer of legislation but 


can only stete thet in that legislation I can see a grand 


opportunity for inequities because there is no recognition 


of the yerious levels at which transactions take place 
and there is nothing compulsory in that thet requires 


that those levels b3 recognized. And I think that the 


02 


consumer of verious levels just as much as the distributor, 


Would We envitied to & definition es to the Levels at which 


these prices would be established. JI mean the relative 
rélationship of each of these various types of consumer 
to each other. Now it is a hignly debatable problem as 
to whether the farmer is entitled tu better prices than 
those of us who “are buying fer ordinary autumobile con- 
sumption. That is a matter of policy, I think that thai 
incident in itself indicates the debatable nature of 
this type of legislation when it does not indicate the 
standards by which the judgment must be rendsred, 

Thoce are your views on this sort of thing and I am glad 
to Have them, But this isa helf measure if 1 may put 
it to you that way. 

TF can conceive Of & much more effrctive legisliction then 


+hat that would be a half measures, 
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A It would still be a half meadure, It is not full Utility 
control that we know of, Thset is the point.’ 

A Yes oir, 
MR. NOLAN: I was going to ask Dr. Frey 
while you are on this point, is there any objection to 
separating gasoline from ths other products which ere ob- 
tained from e barrel of crude and fixing the price of gaso- 
line and allowing the prices of the other products to have 
free play in an open merket? 

A I think thet is the error of our sole consideration here. 

THE CHAIRMAN: Thet is not Mr. Frewley's premise 

as I uncerstand it. You are not suggesting Mr Frawley, 

as J understand your thsory as being advanced of course in 

this Inquiry, whether or not at this minute, is that the 

price of gesoline alone should be considered but rather 

the view put forward by Mr. Cottle in his evidence that if 

there wes to be a reduction it was because in the normal 

operetion there were excess profits? 

MR. FRAWL SY: Oh yes. 

THE CHAT RMAN: And that that reduction 

should be reflected not especially or particularly in gasoline 

but by. arbitrarily allocating to all of the products from 

a barrel of crude thet reduction which it was thought properly 

applicable tu it? 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: Thet is as I understood your 

position Mr. Frawley. I think thet is a fair way of putting 

it. 

MR. NOLAN: | Thet is not consistent with 

the Nova Scotia Act Mr. Chairman, which deals only with the 


price of gasoline. Now Dr. Frey is being questioned on the 


eo 
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Bre J. We Erey 
yropriety of a like provision in some locel legislation, 
gnd thet deals with gasoline. My point with Dr. Frey is, 
is it fair to the Industry to sever gasoline from the other 
products meade from a barrel of crude. | 


( 
(Page 14,649 fnllows) 
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MRe FRAWLEY: 7 Well now the expression 
"Gasoline" means: | 
"The product distilled or recovered from pet~ 
"roleum which, by combustion, develops the 
"power required for operating internal con-~ 
"bustion engines, and also means every other 
"Liquid product whether or not distilled or 
"yczeovered from petroleum which fulfills the 
"Same purpose, by the same means and for the 
"Same end, except kerosene." 
That is a pretty wide definition of gasoline but I do 
not know how we got into this discussion. 
THi CHATRMAN; Really Dr. Frey should 
not be concerned about Legislation that he has not 
even read. Leaving Nova Scotia aside now---- 
LGR « FRAWLEY: Wo, I simply want to hve 
Dr. Frey's views as completely as I can have them as to 
whether or not there is any soundness whatever in this 
proposition that there should be some measure of govern- 
mental interference, short of full public utility con- 
trol and by public utility control I mean what we know 
as the Gas Public Utility Commission, the prices are 
fixed, earnings are guaranteed, complete control over 
prices at all times; generally seeing to it that if 
profits are too high in one year and are too low in the 
next, that that will all be reflected in the rates 
THH GHATRWAN: And a permanent Board. 
MRe FRAWLEY: And a permanent Board 
directing it and so on, always and at all times access-— 


ible to the industry to make application to it to right 
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any wrong and also the power to compel extensions of 
service, all those things which we think of when we 
speak of full pubsic utility control: now what I want 
your views about is whether it is at all sound that 
there might conceivably be something short of that and 
LI only gave you the example of Nova Scotia, which 

Sseefis to me from what I understand not to be public 
utility control at all, simply a power given to the 
Board of Public Utility Commissioners to fix the price 
of gasoline. 

THe CHAIRMAN: But regardless of what it 
hay be, 4% is simply an illustration. 
wiRe FRAWLEY: Yes, regardless of Nova 
Scotia? 
I would say as an emergency it might be possible to use 
some half-way legislation of that type; ccrtainly the 
NRA type of legislatior did not go all the way. 
That is right? 
But I would not consider it as a desirable thing over 
the long run because we found tht we never could make a 
nove without hurting somebody and we had to come to con- 
clusions concerning whomwe were going to hurt and why 

we were going tc hurt them; having come to such con- 
clusions even on a temporary basis we went ahead and did 
some damage. Now then it seens to me that that is an 
unseund Proposition over the long run; whether you are 
dealing with, ina State, with the Province of Equities, 
it seems to me that such decisions should be judicial in 


their concept. 


So I take it you mean if there is to be any governmental 
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intervention at all it should be to the full extent of 
public utility control? 

bxcept in an emergency. 

MWRe NOLAN; And Dr. Frey, should it 
not apply to all the products, as well as gasoline? 

In the event that it were considered as a public utility 
it should embrace everything that is involved in that 
word "petroleum"; that means lubricating oils, lub- 
Yicating greases °Nd every other product of petroleum. 
THi CHATRMAN: Which comes from your 
barrel of crude? 

YEBe 

Like NOLAN: Then it follows, in your 
Opinion, even under the Nova Scotia Act, it is not 
workable? 

I think it has great possibilities of very serious 
inequities. 

MAJOR LIPSITT: Dr. Frey, the question in 
my mind is something like this, an inquiry of this kind 
generally speaking cores about because there are com~ 
plaints that the prices of these products are too high 
and pressure is brought on the Government to have it 
looked into; it seemed +o me then that there are two 
ways that could be followed, one is to refer it to some 
eormission or some body such as this one to see if it 
is all right and if it is not to see what the best prc- 


cedure is to put it right; now the other way would be 


for the Government to just adopt purely arbitrary measures 


i 


= a =: * 3 
a ' . 
, en 
oan s 
as o- 
wie “> 
at = =a 


~- 
- Pie 


i 
ad ‘ 
a 
. Si 
Fie] 
on 


Os 
ree 
~ 
tn 


= ~ may tye wes aces : 
: - Nas ae 
7” = . 
. cas é Fs ne dion . 
> i * z mS —— 
7 3 ae > . AS oe 
seas ; “ , ges ts ao 
. ; : pee r a 
‘ ty Ci 
; bi 53 we wl; 
i “ B 
os E aN Bae 
. Ly 
=: : <i " 
-- z Ze “ P 
5 = “« 
é obey 
$ es, ate 
5 oy 
ef veal 
> 4 ves 
.4 oe, of 
Leet tie 
; i 
ns 7 wae 
: os at oe + 
qt ts . E 
Rea @ : 
: i ot 
2 te & : 
(ag ~ ‘ et 
& “5 ES 
i > 
=f 7 - ro) == 
As 4 oe 
wk Oa 
a ae 
2 i 
fey or 


ey 


of: : a 
<a) aoe 

: ps 
al = 1 


ar. 8 
obey Poet, 
- aaa ‘ 
he 


as ear 
te. 3%. 

re: iy 
we 7 


— A 
2 
f& et 
4 
eee 5 
= Wess 
x - 
+r ves 
. — 
japh : . 
= > "—t 
is = 
‘ 
ro as 
‘ - \ 


a 


~e 


Die 


Je 


14 ,652- 
We Frey 


whish undoubtedly would on Yourtheory, hurt the in- 
dustry but the effect, as Ll gather, of what your me 
is, is this, assuming that the Government proceeds 

in an orderly way and that S0GGnibeaton such as this 
did come to a conclusion, concluding that there was 
something that should be altered or put right or dealt 
with in some way, is it your final view that under 
those circumstances the Government is powerless to do 
anything to get rid of that evil, if it is one to be 
rectified, short of taking up the whole control of the 


industry and running it as a public utility; now is 


not the risk to the industry and everybody else, that 


if some reasonable thing cannot be done by the Govern- 
ment, that they are more likely,-and public opinion is 
much more likely,-to do something to force the Govern- 
ment to do something rather arbitrarily which will be 
more injurious? 

I happen to be one of that school of thought which 


believes in the theory of cv~operation between Govern- 


ment and businesse 


(Page 14,653 follows) 
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think that whenever a Government takes a position, 

a mandatory position, that it wants to be very sure of 
its ground and to be sure that the thing about which it 
is going to be mandatory absolutely demands action. 

Anau beyond that point I think that the Government should 
exercise an influence, just as good, ‘an influence as it 
can, over the ways of business without necessarily taking 
a mandatory step. & straight punitive action.on the 
part of the Government is dangerous, in my judgment, and 
only when the end justifies the means is it desirable 
for the Government to go ail the way. I think that we 
have got to consider that big things require big action 
and 11%tl1¢ things réquire little action and J] am stiri 
Anglo-Saxon enough in my concept of law to believe that 
Piereseunaw we have the better, ~L.eamsnet one oryinosc 
individuals that says that if you find an evil that there 
should be a law against every evil that exists. That is 
a Gharacteristic in the United States of which I am not 
particularly proud = "that there ought to be a law 
against it", is what is commonly heard down there... I 
peuecve weceneset Turther in wne i long Pruni tr we wild, 

as a Government, work with industry rather than everlast- 
ingly throw obstructions in the way that must be hurdled 
or else the individual who bumps into them must be 
damaged by. This business structure is a very complex 
StrUCvire. eb Ls Sensitive: You put your finger down 
on one spot and you start the planetary system going. 
VYouwonly tntended to affect oné eer in the end but just 
as soon as you stop one gear the planetary action goes 
into motion anu you cannot predict the ultimate effect 


upon the system. So that I prefer as far as possible 
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and as long as I am in my owh particular Government to 
throw just as little interfereuce in the normal econnmic 
processes as possitle. I think that a situation must 

be drastic before it receivés drastic action. 

MR. COMMISSIONER LIPSETT: Well now, coneretely in this 
Provirme, would that bring it down to somebody who woulda 
keep in contact with the industry, some Government 
representative or something like that? Or have you any 
thought about how that method of righting errors or wrongs, 
if there were any, could be adopted? 

In Washington there are many of us that are labelled 
"experts". We have no authority at all. i have not 

& pertiere of authority in marketing in the Unitea States. 
I cannot prohibit any one thing. It is absolutely 
impossible for me to prohibit anything. I cannot demand 
that anyone show me a record even. But I am,nevertheless, 
recognized as an expert on marketing by my Government 

and I am generally so recognized by the industry, and 

I prefer that the industry try to learn what it is doing 
and the only thing I regret is that present sanctions 
under the anti-trust laws prohibit the industry working 
with the Government in overcoming some of the difficulties 


that we know about. 
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I think that laws should be liberalized to the point 
where there can be a reasonable relationship between 
Government and business in which business is not 
required to take the position of defendant all of the 
time » 

THs CHS TRuall: Dr. Frey. to be concrete, 
Government intervention, as I understand your views,- 
Dr. Frey, Government intervention should, under no cir- 
cumstances, be made unless the . conditions ure such 

ce to patently indicate the need for Government inter- 


vention? 


That until it appeared that Governaent intervention is 


desirable it must be treated as an omeargency moessure or of 


temporary duration or it must be considered serious, of 
serious o character as to call for the creation of a 
Public Utility which is tu be put under the dominance 


of some Public Utility Board? 


Yes. 


iow you have been invited to come to Alberta and to make 
a study of the situation as we have it here; you have 
heard a good deal of evidence from lir. Cottle as to the 
accounting standpoint; you have heard a good deal of 
evidence bearing on other branches; is the situation in 
Alberta such in your opinion that it would call for 
Government intervention of any kind? 

In the marketing I do not see any indication that there 


is any necessity for Government intervention. 


Now have you given thought to,-asice from Government in- 
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tervention that any useful purpose might be served by 
faking recommendations which the industry its2lf 

might see fit to adopt if, if, any recommendations of 
ours were put forward by the Government that happened 

to approve of them,-I mean is everything perfect here 

or have you suggestions for improvement that the in« 
dustry might adopt without being forced so to do 
Government intervention? 

Yes, I do not consider that the situation here is 
perfect; that would be too much to hope for. 

Anywhere I expect? 

Anywhere. I have never seen the perfect situation. I 
had a feeling in studying the marketing situation here 
that there was for instance too much of « differential 
in the prices between regular and third and Ethyl and 
regular; my conclusion on that is due to the fact that 

I know that cheaper goods take the market from better 
goods and that in my judgment there was considerable 
drainage from regular structure to third by reason of 
the wider differential and I notice that the Imperial 
Oil Company has evidently arrived at the same, a similar 
conclusion in announcing a change in the differential. 

I would not want to go so far as to say that the dif- 
ferentials are never going to be changed. It seems to 
me that the whole competitive structure is toward a 
lower marketing cost and the result of that lower market- 
ing cost will be an economy to the consumer of various 
classes and that is one of the movements in competition, 
and the differential as between products will tend to 


be further narrowed but that can be the result only of 
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increased businkss and very careful detail to market- 
ing ae so that there will be a justification for 
such a reduction. 

I think that the people 
in Alberta are going to buy cheaper gasoline and 
other petroleum products as time goes on. I do not 
know what the bottom is. I would hope that the bottom 
will never be as bad as it wus with us in 1933. I woulda 
also hope that the profit® might be a little more sub- 
stantial than they are with us as a whole now but there 
certainly is a definite detinite direction here and the 
consumer camot help but benefit, providing we have a 
continuation of competition. 

As long as the refineries 
are restrained from entering into agreements with each 
other, as long as sellers, the distributors, are 
restrained from agreement, as long as the other op- 
erators along the line are restrained from >greesnients, 
there must be a continuation of reduced cost and re- 
duced selling prices and where that is going to stop I 
do not know, but it is working now. There is con- 
petition and while there may be people who are impatient 
with the rate at which reductions are going on, we nust 
tear in mind that we are dealing with a geographical 
entity when we talk about the Province of Alberta, and 
we cannot go much further than to hope for a continued 
improvement in the economic geography of the entity with 
which we are dealing. This Province is not New York 


State. There is some consolation in that. Neither are 
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we the middle of Iowa. There are economic factors, 
distinct factors and various climatic marketing factors 
that are working against the Provinee in meny ways and 
those cannot be overcome overnight. I hop: that the 
future will see that business conditions continue to 
improve in this area, that you do not have crop failures, 
although I cannot see how, in the long run, they can be 
avoided and you will not have anything to do in the 
choice of the matter. They will come whether you like 
them or whether you do not and just as world conditions 
influence the prices of your wheat, world conditions 
will continue to influence the price of your wheat and 
there is not anything very much that you can do that 
will stop the general trend of economics; that is tied 
in with other peonl2ts affairs as well as yours and the 
only thing that we can do is hope that conditions will 
continue to remain at least as good as they are and may 
be better and as improvement comes more automobiles, 
more tractors, more money in the Province, more gusoline 
will be consumed, more other products will be consumed, 
that that increased consumption will reflesct itself in 
a reduction in the overall cost and that the consumer of 
Alberta will get his products at lower prices than he 
does now. | 

THis CHA Tiiia N: As I appreciate the force 


of your evidence, looking at the present then as we 


must, you do not see, having heard iir. Cottle's evidence, 


having heard Dr. Brown speaking on the subject of re- 
fining in the light of the evidence which was before him 
and having reviewed the situation from the marketers 


standpoint,-as I understand your views, which I am sum- 
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marizging for the purpose of understanding to a certainty, 
you think that there is no just complaint against what 
the industry has done with regard tc all products from 
the burrel of crude oil, that there is nothing unfair nor 
improper that it has done, of which the consuming public 
may complain, may justly complain? 

There never will be a time that we do not have complaints 
from customers. 

Penoeee Vis wlhyeconpleins. "2 

And many of them are just complaints from their point of 
view; so much depends upon our social prychology; now it 
is very unfortunate that any persor living four cents 
worth of railwey transportation away from Calgary should 
have to pay 4 cents a gallon nore; that is unfortunate; 
it opens up the question though of the whole social 
psychology of things. I can conceive for instance of 

the development of a psychology which will say that 
every consumer in Alberta is entitled to the same price 
for, hia products, but I Know when. I say that, that it 

is definitely in defiance of the cconomics of the: sit- 
uation and that it definitely means that you rob Peter to 
pay Paul. I know thatany such scheme as that would be 
highly acceptable to those who are paying 4 cents more 
and very.objectionable to those who would have to pay 
several cents more in order to equalize the thing out, 

so that it seems to me that we can sey that there is a 
just complaint even when we recognize the economic fact 
that the 4 cents difference in the price of the product 
ie due to freight. That is the straight out-and-out 


economics of it but there is no lack of justice in the 
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complaint, just because the individual thinker runs 

up against an economics of this kind but-I cannot 

pee that the system here is particularly out of line 
and I do not want to be complimentary to the oil in- 
dustry, just to do a white-washing job,-I would nother 
not be complimentary thanbe complimentary but I cannot 
help but say that I think the economic system is work- 
ing and working quite effectively toward the ultimate 
benefit to the consumer and that as prices now stand I 
cannot see that there is anvthing radically wrong 


about them. 


(Page 14,661 follows) 
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You see nothing that calls for either emergency measure 
Os Surn oto #the *publbic AtLlity “situa tion? 

I do not see anything in the present situation that is 

so completely out of line as to necessitate Government 
action as drastic as utility regulation. 

MR. COMMISSIONER LIPSETT: But I take it, Dr. Frey, you 
visualize the Government taking an interest in and 
watching the industry and keeping in touch with the 
industry for any reforms of any kind that they might think 
advisable at any time? 

Very definitely. I feel that the Government should be 

in close contact with the industry and that the Government 
Should know what is happening. tf doynot think that 
Should be left to chance. That it is a responsibility on 
the Government towards the governed, to those who create 
the Government,for the Government to know what is taking 
place. 

What does your particular Department come under in the 
Duaves,, or. Prey? 

My Department is the Department of the Interior. 

That would be something like the Trade and Industries 

in Ghie Provinces, or would it be mors in conjunction witn 
mining in this Province? 

No. It happens that ours does come under Mining. But 
our Department came into existence to control the 
development of public lnnds. It was our Department that 
released to the people the public lands and this later 


ceme inte the regulation of Mining and so on on public 


lands. Public parks, National parks and all that sort 
of thing. 
THE CHAT RMAN: Well, I think we shall not 


try to explore it tonight but it would be interesting to 
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know, in view of what you have said this afternoon, Dr. 
Frey, to know concretely what part you think the Govern- f 
ment should play. { take it that it is to. be only 
co-operative effort, which one can see that the industry 
might resent as intrusion unless it were worked upon 
lines that were entirely amicable and as to whether or 
not the Government is merely a watch-dog or whether it 

is setting up agencies, such as the Engineering plants 
that would be helpful, are considerations on which I 
would like to hear you, in view of the fact you feel, 

as you say, that the Govennment should not wash its hands 
of the whole thing, because they have not found a proper 
WLECe POY wnroOsecution or anything of) that sorts) 1b 1s 

to find out in what practical ways it can help, is what 


(Vout ce) TO explore Lever. 


(At this stage the Hearing was adjourned until 10:00 A. M. 


26th October, 1939.) 
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10:00 & Me Session. 
October 26th, 1939. 


DR. JOHN Ws FREY, having 
been recelied, cxamined by Mr. Frawley, said: 
Q Dr. Froy, there are just one or tvio things remaining that 
I would like to diseuss with you; one is the question 
Which I think you were asked some days ago and you asked 
to be exeused from answering it at thet time; it was 
your point of view on the large question of the jobber; 
has the jobber a legitimate place in marketing in Alberta 
and when I say "jobber" I need not say anything more, I 
take it you know I mcan the sort of general company like 
the Canadian Oil Company, the Maple Leaf, the McColl - 
Frontenac, the Union, the Great ‘iecst, the North Star; 
now what ere your views about thoso people, have they 
justified thoir existence, are they doing any good to 
the industry, ere they a harm to it or arc they a good? 
4 “ell, as I understand it the jobbers became s part of 
the industry here in Alborta at a time prior to refining; 
that they brouzsht in products from the United States and 
acted, practically all acted on more or less the same 
basis. IT understend that even the larger companies here 
were acting in more or less of a jobber capacity. An I 
right in assuming that? 
Q That they were bringing in gasoline from the United Statos? 
A That is prectic-1lly all of the companies that were markoting 
here at that time were bringing in produets from the United 
States and ware sssentially acting as jobbers? | 
Q “ell now I ce not know whether I can exactly say that 


that is q@ fact or nov; somo of them were and I-dare say - 
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Je W. Frey 


some of them were not; a company like the Great ‘est 
Distributors was not in oxistonce, going back that far 

but they have always purchased from the jobber; North 

Star is perhaps one --- | 

THE CHAIRMAN: "Prom the jobber" you said. 
MR. FRAWLEY: From the refinery I meant, 
from the refinory; tho North Star, you are going back to 
the time before 1923, before the Imperial built its refinery? 
That is right. 

vhen the Imperial itself was marketing products from the 
United States? 

That is what I was thinking of. 

All other marketers then, ane I do not know who historically 
was here with the Imperial at that time, but they would be 
doing the same thing and North Star and tho Canadian Oils, 
is that right Mr. Halverson? 

MR. HSLVBERSON: YeSe 

MR. FRAWLEY: The North Star and Canadian 
Oils and British American? 

So that the jobber is not a result of any recent happsning. 
He has becn here a long time and he was functioning in more 
or less the same position as all of the other companies; 

Now I think it was Mr. Halverson who testified that thore 
wore jobbers large snough at the time that the Imperial 
Refinery was built, to construct a refinery for themselves, 
had Imperial not bean able to sell them products and that 
the chief difference botween some of those jobbers and 
Imperial or ee ieas American, more recently, would be that 
they were, they did not consider it desirable to build 


refineries in view of what they could purchase it for 
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from refineries in existence. 

Now some of those jobbers 
are much more coneernod about products, potroleum products, 
other than gasolinc, than they are in gasoline. You might 
say that gasoline is necessary to complete their lino but 
several of them apparently aro much more concerned about 
distributing lubrieating oils than they are in ‘yhite 
products. They cortainly must, if that is the 2ase and 
for that particular type of operation, justify themsolves 
largely in the product in which they are majoring than in 
the products in which they have a minor interest. 
| They are doing a distrib- 
uticn job similar to that of the other companies and insofar 
as they are not charging mors than the companies that have 
the refinerias, it seems to me that they are performing a 
service in the province and their justification for vedaas 
here is in he fact that they aie wbie to stay in the 
picture in competition with the other marketers and that 
they are providing services at no highor prices generally, 
certainly not on most of the common products, than those 
who aro distributing through integration. 

Yoll they have not done anything which has been reflectod 
where the man on the street can sce it most usually, in the 
tank wagon price? ? 
I think that is again one of those things that is so subtle 
that we are commonly not given to accepting the subtisties 
of competition. We think that all competition must be 
immediately price competition; prices ultimatoly reflect 


the total cf competition of the competitive effect and not 
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just the price effect. 

q ie Frey, I am going to use some names and you will realize, 
and everybody will, I am not trying to be personal about it 
at all but can you tell me what particular function the 
Union Oil Company is performing in the Industry when~thoy 
soll in 1938 24% of the gross gallonage and I say "gross" 
so that my friend will understand, I use "gross" in 


relation to the gross gallonage in this province. 


( Go to Page 14,667 ) 
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Well, the percentage that they are selling of the total 
gallonage does not really indicate their function. 

All right. wow, I will tell you something more about 
jhatwe ney “have; I think) fives notmenre thanveix bulk 
outlets in the Province of Alberta and operate about, 

of their own, perhaps half a dozen service stations. 

The rest, they have some dealor outlets, of course, that 
take "Gare of “the rest of their gallonage. Where vere they 
effective. Where are they a useful competitior performing 
some function of value to the consumers? 

You cannot distinguish between this small marketing 
organization and other marketing organizations in 
neasirene just theserrect wt that wone. Li ea per het 

the competition. Now, how effeetive it is as. a competitor 
wouet bEevVTery( Gifricult to measure. Lt, neverthemese, 

is a part of the competition, even if it were half of 1%. 
There is another one----- 

tt would still be part of that competition. Whether 

Unton Gil is in here wisely or not with respect to Union 
Cil as a company might be quite another matter. “That 
Union Oia has in the way of realization and what Dp uieeot 
60st them to stay here or what their profits may be I do 
not know. Ho that IT cannot judgeeras to The wiedom GF 
ore Oil in alberta, as to their effeet on the company 
of whieh they are a part. But no matter what the 
pe reentage igor the business they represent their part 
of Ghee’ competition. They represent so much gallonage 
that somebody else does not get. 

hat good does that do to the consumer if they take the 
gallonage which, let us say, otherwise would be divided 


equally between British American and the Imperial? 
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Or between all of the others, whatever they hapven to be. 
zt does not necessarily follow, of course, if Union Oil 
got out of here that British american and Imperial would 
Henthev only ones toa prarit by it. 

No, except that, as you say, to use your word, their 
business is pretty well channelised along the same lines 
as Imperial and British Amevican. That is the only reason 
i suggested them. Now, what good is this to the consumer 
that that middle man should be in there. Do you think 
hesecan“arreet the’ consumer price. Suppose the GHion O11 
said to-morrow that they thought - I know they could not 
in view of their balance sheet - but they thought the 
Consumer siould haye a better price on gasoline. They 
coulda Hever bring “about any cheaper prias, could eye 

I do not know why not. Union Oil is not wholly dependent 
On Tis ieror ris nere, is it? 

No. 

Any more than several other companies located here. 
Consequently, if they thought that its operations in 
Alberta siege entirely too small and it wanted to expand 
Peco Srrect price. changes. 

The Texas Company is one, that perhaps, thought along 
some of those same lines that the gallonage was too small 
and tney would Like to ineyease it and it must be said 

it has been increased but so far as I know there has 

peen no reduction of the consumer price because the 

Texas Company is here? 

Now, that is very difficult to say because you cannot 
measure just which factors are responsible for the 


reduction in prices. That is, price reduction is the 
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oe. J. W. Prey. 
consequence of all competitive factors and not just one. 
Take it that the Texas Company is almost entirely confined 
in its business to Ethyl and "Q" gasoline. You will 
find service stations of the Texas Company all over 
Alberta that have no Srd grade pump at all. LT Gara it 
is a fair statement to make that their business is almost 
entirely HMthyl and "Q". 
MR. HARVIE: And lubes and tires. 
MR. FRAWLEY: I am talking about gasoline. 
What is there to look forward to in the Texas operation 
in the way of a reduction in consumer price? 
You méan wil the Texas Company force a reduction in price? 
eee ere they likely to bring a retuction “in eishen ane 
tank waggon or service station price on Ethyl and "Q" 
gasoline? 
 snould say that if presisus‘e in Montana for ouwtleug 
deyeiops sutriciehtly strongly that they would Toree Tor 
more business at a lower price. 
igenos une other way of forcing for business what they 
are doing now, spending a great deal of money on new 
service stations and heavy advertising and maintinaing 
the Ivperial price? 
Some of their deals probably are very disadvantageous 
to the companies that are here... The fact that they are 
building very. modern stations, for instance, and that 
their coming in so recently that all of their stations 
reflect a different age than many of the stations which 
existed indicates that they are a competitive factor. 
But they are a competitive factor in the more subtle 
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Bie. Un We ESV s 
I follow you.e ‘What you say is that the Texas Company is 
a factor in the marketing picture because they will in 
the fashion we have demonstrated, or you have mentioned, 
by building up new stations and making a very popular 
consumer appeal, take gallonage from the existing people? 
Yee, 
And then in that way when Mr. Halverson and Mr. Miller 
see their gallonage going away to the Texas Company they 
aré forced to meet that with the only weapon they. have 
ai Wiat LS Orice. That is their handling of the 
Situation, is it? 
Yes, they must keep up their position. The other companies 
mast keep up their pnsition in order to keep down their 
costs. If they are going to get profits they must maintain 
a throughput. That throughput must measure up with their 
capacity. -Now, then, if anyone comes in and starts to 
destroy their position they must meet it some way or 
another. 
Yes? 
Now, as I understand, the Imperial has not met it with the 
same weapon that the Texas has peen using. 
Yes? 
That sueh stations as I have seen of Imperial do nowt 
strike me particularly as modern. 
There is one opposite taton's store in Edmonton that you 
Should see. That is a very nice station. That is free 
advertising, Mr. Halverson. 
They might do that here and there. 
MP. Nolen calis ita plug. Ue 
They probably would try to lift the faces of some of their 


stations. 
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Dre ©. We Prey. 
Yes; it was a face-lifting operation I think. 
But on the other hand, the assault on gallonage has to be 
met ultimately in prices. 
Yes, in prices. That is Imperial's and British American's 
chicf weapon. Then you say the prognosis fer the patient, 
the Alberta public, is good because the Imperial will meet 
this wild and expensive Texas campaign - I say "wild", 
expanding, progressive, money spending campaign - by price? 
- say that all of the comaanies here must meet it either 
competitively, and that Imperial and British Americar 
and Mayland and Mr. Plotkins and all of the others must 
meet the competition as it exists,yes. And that is very | 
helpful for the public in alberta because it indicates a 
dowd Lrenrd in orice. 
In other words, if this company, if they grow; now, take 
Moco ver, Let ust see iT 1 get ali) the aspects oui. 
if it should be that Union with 24% and McColl-Frontenac 
with half of 1% and Canadian with 2.6% of the gross 
1967 pallonage, if they were static, if they jues hed the 
same portion of the market every year and if they were 
not going forward and, therefore, not a gallonage threat 
TOmuicmecauens., wien phere sis: Very Little ste t00kineiieds 
adirection for? 
& marketer must be in one of two positions. He is either 
going ahead or he is going back. A marketing company that 
1s static is dangerous to itself. 
yes, to 1tseLi. 
i? at 23 standing still and it,does not advance with the 
increase in gallonage it is clearly in a defensive position 
and not a company from which mst can be expected in the 


way of offensive competition. I do not mean offensive in 
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the sense of nasty, I mean offensive in the sense of 
aggressive. 

I do not know what you would say about what constitutes 
progress... But. I. find, here, the Union O11 sold in 1937 


2 200,000 gallons and, in, 1938 2,243,000? 


: 
Well, there is,a company that is slipping. 

Now, the MeColl-Frontenac Company sold in 1937, 424,000 
pel One endsin 193.0,,454,000 gallons. 

Pelijin terms of white products one can say that that 
company is making some progress and is becoming something 
more competitive. I do not know what relationship that 
PearsetOe the total increase in pallonage. It might only 
G0ver.2 998 ag. far as, that..is concerned. 

In 1938 that 454,000 of McColl was only half of 1% and 


the 2,243,000 of Union was only 24%? 


Yes. ,Jhe poimt, .as far as McColl—lrontenac, .es iLyunderstand 


it,is that they are not primarily concerned with white 
products, that they are more concerned with lubricating 
oils. 

So that the situation of MceColl-Fronéenac being a jobber 
Of soe lige Tow. the. imperial iis \conecrmets is there 

any reasonable prospect of getting a price reduction from 
them? 

1 do not, think ,thet. they woud ;onstituahe a wveny pser hound 
threat. | mean if 1 owerne marketing white products 

in competition with them I would not consider them a very 
serious threat. But, they are doing something else to 
me wnat L do not particularly Like and thet is. taey re 
taking a lot of lubricating oil vusiness, and the 
lubricating oil business is just as vital to me as white 


products insofar as these lubes constitute an element in 
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Ors ws WS Fey. 

my income and in my nppovtunity for profits. So that 

I would consider them a threat in lubes but I would not 
consider them 4 very strong threat on white products. 
Lube prices are pretty static, are they not? 

the Lube price is*réelativoly steatis* 

And suppose the McColl is taking the lube business from 
the leagerg, what do they do about that, just so I 
understand the technique? 

That requires more intensive work on the part of the 
marketing organization to build up its lube business. 
Now, if necessary, they will shave prices. 

On lubes? 

On lubes. That shaving will be passed on to the consumer, 
in some instances directly, but it will not be all the 
way around. Iubes are not any more free from the total 
competitive effect than are white products, but white 
products respond more violently because probably they 

are sold in a much larger proportion of the total business. 
But we watch our lube marketing in the United States, 
especially from the refinery point of view, and find very 
considerable fluctuation. Right now, for instance, there 
is a definite up-trend movement in the Appalachian lube 
market. You take six months ago Bright stocks and 
neutrals were relatively oon but Bright stocks and neutrals 
both have advanced quite materially in recent months. 

MR. COMMISS IONER LIPSETT: I supvose,; Dr. Frey , there is 
a difference between the competition of a company like 
Union and McColl-Frontenae on the one hani, which will 
Only compete as to price, and the competition of the 


Texas Company, which handles a different product, and 
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Dr. J. W. Frey. 


can compete in quality as well as price? 


Yes, there is a difference in the amount of noise that is 


created by these competit..s. Of enurse, a company operating 


here has to decide how it is going to meet that noise. 

A comparison of: the advertising costs, for instance, of 
the Texas Company with the Imperial or British american 
indicates that the Texas Company is making a great deal 
more noise on the air than are either of the other tir 
companies and their filling station campaign indicates 
that they are aoing &@ great deal more in the matter of 
eye-appeal than some of the other companies. Now, how 

to meet that will be considered differently by different 
companies. 

Tne Gaougit lh head anomind, Dr. #rey,- was: that an voew oe 
that advertising as to quality that there was competition 
With other companies as to the quality of their products? 
Yeo. 

And it was a question of quality as well.as price? 

Yes, the Texas Company, as I understand, their advertising 
is making a very strong appeal to the public that the 
product they are making is definitely superior to 

anything else that is on sale in Alberta. 

Yes, and by reason of that it wouid rather appear that 

they exercise more compctition than a company like Union, 
which is simply selling the same product as Imperial 

misht ose Sselline? 

Yes. Now, you realiy have to know, in order to answer the 
question fairly and intellivgently, you have to know more or 
less the objective of Union in Alberta. I have to confess 


that I do not know exactly why they are in Alberta. 
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I know they are here. They probably came in at a period 
when conditions were different from what they are now. 
Now there might be various 


ways of construing their prescnce. Are they here as out- 


posts of British Columbia? Are they here as a result of 
having been here? What are their motives in being here? 


I really do not know. I have never talked that over with 

company and consequently I am at a loss to understand their 
presence but they are here and insofar as they are hore they 
are a part of the competition. 

Now their seffoetivoness | 

probably is not very great. 
WAJOR BIPSUTT: I suppose the Imperial Oil 
Company would have a very real interest in keeping them 
here if the altornative was the onc which Mr. Frawley 
suggested, that that particular business would be split up 
among two or three refineries if they went out? 
Well I suppose that if there was any possibility of Union 
leaving Alberta, that. everybody that is here would make an 
affort to got that business. 
Yes, whereas at prescnt as I say, Imperial having it all, 
would have a very real interest in keeping them in existence? | 
I do not know whether they have a real interest in keeping 
them in existence, as much as they would have an interest 
in holding what gallonege is available through that partic- 
Ulaz channel. 
Yes. 
MR. FPRAVLEY: Dinds refinery gallonage, 


that is another way of lcoking at it, it is refinery gallonage 
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to Imperial with: respect to four or five or six of these 
companies? . 

A That is right. 

Q And qua refinory they are very much intorested in having 
the Union here? ' 


ve) As marketors they might wish they were not here but as refiners 


they probebly want their business. 


E> 


sostna Left hand: is in conflict with the right? 
ws With the right. 


4nd so the Union stays and 30 the dangers go on with 


£ 


whatever consoquences may attend them? 
yi) They are hore and by their represcntatives there is a certain 
amount of facilities omployed by them. 


ce 


And gallonage lost to the integrated gallonage’ 


os — 


Sie tas tLe. 


Now, Dr. Frey, I have two or three matters and I am finished; 


&) 


first of all I would Like to clear up something which may 
possibly have boen a misunderstanding from your evidence; 
you indicated that competition is a healthy thing in erude 
but you did indicato that circumstances might arise whereby 
there might be governmental interference in the marketing 
end 3 now did you intend to sey that or is it your view 
that circumstances also may arise in connection with the 
sale and the movement of the crude which might justify 
governments1 intervention of some kind? 

A Oh, yes, I did not confine my remarkc.just to marketing. I 
Would say that my romarks would apply with equal forec to 
any part of the industry. 


Now I Want. to discuss with you, and to go into it in some » 


& 


detail, the questions of the differentials between the ° 
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three structures of gasoline and I would like you to 
consider them prior to the 25th of October, yesterday, 
when the reduction was made in tank wagon; the reason for 
that will emergo as we go along but you will please say 
what you have to say about the situation as existed prior 
to the 25th of October when the tank wagon tu @glgary on 


the three gasolines were respectively 19 cents for thy, 


16% for "@" and 13 cents less 4 cent differential, discount 
on Third Structure --- 

MR. NOLAN: In some territories around 
Calgary where tnere are some sub-normal conditions. 

MRe FRALEY: Well the price Lishwmnich & 
had showed Calgary. you may be quite right, Mr. Nolan. 

MR. HALVERSON: A very small area, 40 miles. 
MR. PRA'VLEY: Excuse us. Mr. Chairman, we 
are trying to errive at some understanding or agreement as 
to where, as to what this price structure is so that we ean 
get Dr. Frey's views about it. 

MR. FRALEY: I suggest to you, this is 
in agreement with my friend, that the tank wagon on gthyl 
for Sale to dealers in the City of Celgary. was 19 cents on 
Ethyl, 16% cents on "&" end 13 cents on Third Structure; 

now while Mr. Halverson and Mr. Stevens have heard about 
that, that the Imperial Oil servico station operator, 
purchasing third structure gssoline for resale in his 
service station paid 16 cénts for Acto gasoline --- 

MR. NOLAN: Theat Te: maeh ti. 

MR. FRA'LGY: and then yéu understand off 
all those prices is the 1 cent discount to the 100% dealer 


but let us ignore that for the time being’ 
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This.is the base price. 

Yes, then there are areas in the provinee, there are Locations 
in the provinee, that gives us, before we leave that, that 
gives us a differential of 24 cents betwoen thyl and "qQ" 


and of 33 cents between "Q" and Acto, Third Structure? 


(0 


Lhet ots within the four corners of the city of Calgery? 
Then there are areas in the province where the differential 
is 2% cents between Ethyl and "Q" and 4 cents between "qj" 
and third structure, and as Mr. Cottle points out, there 
are areas where the differsntial between "&" and third 
stricture is considerably more than 4 cents, thet it is 
4 cents; I gave all my prico lists away and I have 
nothing to refer to but there are some discount areas --- 
THE CHAIRMAN: Perhaps Mr. stevens will 
give you one. 

WR. HALVERSON: i do not think that your 
definition is quite right on that, the spread between "Q" 


{ 


and third grade structure is 22 cents, the spread. 


MR. FRALBY: | Is what, Mr. Halverson? 
MR. HALVWRSCN: Was 28 eents. 

MR. GOTTLE: _ Wess 

MR. HALVaRSON: . uxeept where there were 


special allowances in a place due to Montana importations 


and skimming plant competition from Calgary and Turner 


Valley. 
MRe FRAWLUY: Let us understand the facts. 
MR. HALVGRSON: Now it was widened. I do 


not know when it was widenod because es ga matter of fact we 
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had not met it, the reduetions which were made but it was 
widened in Calgary I think some month or six weeks ago- 

MR. FRAWLEY: Would yuu mind standing down, 
Dr. Frey, and let Mr. Stevons take the stand? I am certainly 
talking about the price leader. If there are any variations 


from that that is something else. 


SCHUYLER RUSSEL STEVENS, 
having been recalled, examined by Mr. Frawley, said: 
Wr. Stevens, you have given evidence before? 
Yese 
You are already under oath, Mr. wtevens? 
2ee« 
You are the Alberta Manager for the Marketing Dopartment of 
Imperial Oil Limited? 
YeSo | 
For the whole province? 
Yes o 
Prior to yesterday's date, prior to the 25th of October, 
1939 regarding serving the whole province, what was the 
differontial in tank wagon between &thyl and "|"? 
Peacents. 
Uniformly? 
VSS 
And what was the differential between "Q" and third structures, ~ 
speaking gonerally throughout the province? 
4% conts. 
Now there must be added to that statement some explanation 


with regard to certain areas where the differential was more 
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than ¢ cents, that is true, is it not, and where were 
those areas? 

THE CHAIRMAN: Let him agree to it first. 
MR. FRAWLEY: bo yeu agree With me on 
that, that there were areas in the province where the 
differpntial between "Q" and third structure was more than 


the general figure of 35 conts? 


Well that would oniy be where the allowances would affect it. 


Quite? 


Yes. 


But thore were areas where the diffesrantial was greater than 


the 34 cents? 
Yese 
Now where were those areas and just make a short statemcnt 


with respect to those places where they were and if you can, 


what the allowances werc, what the differentials amounted to? 


Vell they would be in the southern part of the province. 


And wheat would they range between, what figures, I am Speaking 


in terms of differentials now? 

That would range from 1/10 of a cent to 9/10 of a cent. 
You are speaking of allowances? 

YeSe 

Cannot you give me an answer in terms of differential, 
Mr. Stevens? 

Well, you can take for instance the difference of # cent, 
or = cent allowance, that would bring your differential 
then to four cents. 

Yes, 4 ee but you said there were places. what was the 


highest? 
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A It would renge, I believo, in lnoking at the price list 

| here from 1/1Cth nf a cent to 9/loths of a cent allowance. 

@ From 1/10th of a cent to approximately 2 cents allowance; 
now the place where the allowance was 2 cents the differential 
Would be --~ ” 

A No, you misunderstood, I said 1/l0th of a cent to 9/10ths of 
a cent. 

Q MR. FRAWLEY: That would make a different- 

Jal then of 5.6 to 4.4, all right, that is what I wanted, 

Mr. Gottle gives me the figure, the range then would appear 

to be from 3-6 in those special areas, the differential yould 

run from 4.6, between "&" and Phird Structure to 4.4? 

Yese 

And then the general pieture is 305, 5? 

Yes. 


Now that is the sxplanation --- 


oD 2 we D & 


MR. H&ARVIn: Just at what date are those 


figures? 


E> 


MR. FRALEY: That is up to and excluding 
yesterday's datc as I understand? 
Yes, starting July <4th. 


JULY 24tn, LYS? 


 & 


Yese 


MR. HARVIB: How long was the 3: cent 


& be 


differential on "@" and Phird? 
From July 24the 
Of this year? 


Lace 


2 w © & 


And prior to July 24th, what was it? 


A It was 2%. 
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So that the 33 cent differential betveen "Qa" and Third has 
only been effective since the latter part of duly, July 24th? 
ES o 
MR. FRAWLEY: Now ive Stevens, you do not 
mean to convey the impression that beforo the 24th of July 
there was not a greater spread in certain parts of the 
provines than 2% cents? 
Well that would be through gllowances. 
Again through allowances, of course, but then there were 
areas *hore the differential, = I am thinking in terms at 
the moment of differontials, - where the differentials would 
be greater than the 25 cents Mr. Harvie has suggested? 
YESo 
Now since Mr. Harvie has raised it, you might let us know 
what the range was there? 
They would renge from 1 to 1% cents differential or I should 
sey allowance. 
MR. HARVIS: You mean 1 cent or 1/10th 
of a cent? 
From 1 cent to 1s cents. 
MR. PRAWLEY: Now Mr. Cottle gives me the 
figures, that means the differential range before the c4th of 
July last was from 3s cents to 4 cents? 
Nes pwc ne —-=- 
In the special areas? 
Ineluding the allowances. 

RS NOLAM: Might I say, Mr. Chairman, 
this information is contained in Mr. Halvorson's submission, 
in his book entitled "Prices Strueture" in case you feel that 
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evidence on the record. 

wR. FRALEY: Of course my friend under- 
stands and IT am sure you do, Mr. Shairman, I am seeking to 
put this graphically before the Commission at the moment 

so that Dre Frey can comment on it. 

Mr. FRAWLEY: Now Let me add one more 
thing, before the 24th of July last, the areas of the 
Special discounts were much more widospread than they were 
after the 24th of July? 

Yese 

You drew in in the extent of the area and you enlarged the 
differential in those selected arcas? 

YeSe 

MAJOR LIFSETT: Mr. Stevens, may I take it 
that prior to the 24th of July then, in the absence of any 
special circumstances, the company used the differential 

of 2% conts as between third structure and "Q"? 

Yes. 

MR. HARVIE: Can you give me any rough 
estinate as to the percentage of throughput with respoct 

to the spscial allowances? 

MR. FRAWLEY: Marketing throuzhput? 

Mite HARVIE: Yes? 

No, I cannot. 

It is restricted to certain competitive areas? 

Mainly the southern half of the provincce 

MR. FRALEY: Myre Cottle has all that. 
MR. HARVIE: It is just to give Dr. Frey 


the complete picture. 
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MR. FRALEY: I suppose Dre Frey has the 
benefit of all the information which Mr. Cottle has. 

Q MR. NOLAN: In the southern half of 
the province, when you speak of southern Alberta, what do 
you mean? 

A The territory south of Red Deer. 


Yes, but when you say these allowances are in effect in 


is 


southern Alberta, is that only in selected arees? 
A Well, yes, it is, it does not cover entirely the southern 


half of the province but in effect mainly in the southern 


half. 
& In areas in that southern half? 
b Yese 
Q Nie PRAWL OY: Tt you run throush 
Mr. Stevens! price list you can see it is pretty widespread? 
A Yese 
THE CHAIRMAN: That pri oe si iveu ws ais. of 
suppose? 

‘MR. FRALEY: If they are not before I 
quit I am going to file a whole set of prices lists going 
back several years and that will be before the Court. 

THA CHAIRMAN: YeSe 

C MAJOR LIPS#HTT: Mr. Stevens, I take it that 
the volume of the "G" gasoline is much greater than the 
volume of the Third Structure, that is marketed? 

A Yese 

Q By your company? 

4 Yes, its. 

Q Now the greater volume of "&", vould that make "Q" cheaper 


to market, having regard to this greater volume than the 
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third structure? 

A Well, that is difficult to say. 

Q Can you see eny reason on the facts why it should in 
any event cost any more to market the "Q" than it costs 
to market the Third Structure? 

A Well, your method of operation would have a bearing on 
that. You are selling your "Q" brand gasoline mostly to 
your @ealer ‘and your Third Grado is sold mainly to the 
farm trade. 

Q Would that mean that it is cheaper then to sell the "e" 
than the Third or what? 

A Well your cost of delivery would be greater on your Third 
Grade gasoline, delivercd to the farmer. 

On your Third Grede? 
YesSe 

Q So that it would cost more to market the Third Grade than 
it would cost ordinarily to market the "Q"? 

4 It would, on that basis. 

Q Yell. following that up, Mr. Stevens, is there any reason 
why to the public there should be any greater differential 
as between Third Structure and "Q", than what your company 
charges at the refinery? 

A Well I would be unable to answer that. 

Q Is there any saSeHE that you can suggest why the spread 


should be greater? 


4 Just at the moment I cannot. 
MAJOR LIPSETT: You cannot. 
q MR. FRAWLEY: Thank you very much, 


Mr, Stevense Mre Cottle can answer the question Mr. Harvie 


raisede 
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Stevens 


THE CHAIRMAN: I want to ask Mr. Stevens 


a question. 

MR. FRAWLEY: I am.sorry. ; 
THE CHAIRMAN: Mr. Stevens, you are more or 
less in control in the Province of Alberta? 

YeSe 

Under Mr. Halverson? 

Yese 

Ana you are the one, I suppose, who comes in contact with 

the dealers who distribute your gxo0ds from the service 
stations? 

YeSe 

A reduction was made by your compnay, was it not, in the mid-~ 
summer in the prices at which you sold your gxods? 

On July 24th. 

YeSe Now’ that is itn the record, I think, but would you mind 
just stating it again, what that was? 

That reduction on Third Grade gasoline was 1 cent per gallon 
in the price at Calgary plus the reduced freight rates for 
outside territories. 

YeS, and did your compotitors follow your lead? 

Generally speaking I believe they did. 

Yes, now did the general public, the consuming public, get 
any advantage from that reduction? 

YeSe 

There was a reduction in the price of sever ine to the 
ordinary cousumer? 

Yese 

At all service stations? 


Yes, if they handled third grade gasoline that price was 
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S. Re. Stevens 


reduccd to them. 

Q MR. FRAWLEY: I think the Chairman is talkin: 
about the service station price, Mr. Stevens, were those 
changes of the 24th of July, 1939, in toto reflected in the 
consumer price, the servico station price. 

A The reduction in the freight rate applied to their purchases. 

Sure, their purchases, yes. 

And in turn I believe the price was reduced in keeping in the 

dcalers outside the cities; in the City of Calgary the price 

did not reduce on Esso and "Q@" Brande 

Well in #dmonton, for instance? 

YeSe 


Was there @ service station reduction in lqamonton? 


te © -& © 


Well the reduction was so slight there that thoro was no 

reduction in the retail price at ikdmonton. 

q THE CHS LEMAN: Now you do not seem very 
clear on just wherg it was and whore it was not; I 
suppose it is not any of your businoss under the present 
set-up whether the service stations reduce their price or 
not? 

v2) No, we do not control the retail price. 

Q Noe Now as the man who has to deal with the service 
stations, what I want to know is why any difficulty is 
provided in your secing that the reduction by Imperial Oil 
as the price leader in the pricos of the goods you sell at 
the refinery door, should not be passed on to the public; 
there is some spread that is proper and fair and just in 
all the circumstances, for dealers to have, I suppose? 

b YesSe 

Q And you try to give them that, seg that they get it, I suppose? 
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- Stevens 


Yese- 

Now having given that spread which is fair and just in all 
the circumstances, - whether dontehinets ae Selling overalls 
aud cheese, 1 care not, - by some process of reasoning yeu 
have arrivod at some spreed which is fair and just, I take 
it? 

YeSe- 

And you allow them that? 

YeSe 

Now if there be a reduction in price that yovr company puts 
on, why not, why should not you be concerned in seeing that 
the publie gets the benefit of that reduction,. ones you 
have the premise of what your dealer should get is fair? 
MR. NOLAN: Mr. Chairman, I am wonder- 
ing whether we really do determine what the spread Shall be, 
that the dealer shall have. The witness has agreed with 
you, that that is so but might I direct his mind to that ,. 
does the Imperial Oil determine that spread? 

leg. lt. coes: pot < I misunderstood your que stion. I 
thought you meant that we determined the tank wagon price 
at which the dealer should pay; the dealer spread over the 


tank wagon price, we do not determine the retail price. 


Mire FRAWLSY: well), did: Vous never. 

TH CHAIRMAN: Well now --- 

MRe FRALEY: Pardon meo 

THE CHAIRMAN: when gasoline goes into 


the tanks at the service station, does it go from you? 
We deliver that to the service station. 
Yes, and it is still yours until it gets in there? 
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S. Re Stevens 


Q You. sell to him at a price? 
B YeSe 
Q Then es I understand you, you have never interested yourself 


in the price at which he sells to the mblic? 

4 “all, we have in the past when we operated service stations 
ourselves. 

A) Yes, and when you operated the service stations yourself, 


did you consider what was a proper spread? 


A Well the Spread was usually around 4 to 5 cents per gallon. || 
@ Well around 4 to 5, you never got any narrower than that? 
A 4, and it has varied from one spread to another but 4 or 
o cents. 
Q Well what do you think is a proper spread? 


B Well considering our condtions, the Long winter which we have 
in this country, I feel that a dealcr should have Ae cents 
spread at least. 

Q Well what did you think was a proper spread when you were in 


the business? 


A I thought 5 cents. 
Q 4% eents to dealers, that is on account of your not selling 


overalls and sandwiches? 


A YeSo 


All right. The situation then is this. That when an 
announcement is made that the Imperial Oil as price leader 
has dropped the price of gasoline or any other product, any 
other petroleum product, it is om the knees of the Gods 
whether the public gets any benefit or not; you have 
nothing to say about it? 

That is correct. 

Q Do you think perheps you should nave? 


Well, it is a debateble point. 
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Q Now we Have heard mueh of the eee of competition, the 
foree of competition and the opportunities to chisel, 
of which we have heard much; they apparently have not 
hed the effect of giving the Same reduction for the 
benefit to the public in the City of Hdmonton as it has 
in the City of Calgary; how do you aceount for that, 
all competitive laws working in oach of the cities? 

vi) well it appears that some cities' competition is more 
keen than in others. 

Q I do not care which way it is, which is higher and which 
is lover, thoy are not the same, Hdmonton and Calgary, 
we are told? 

ve) There is the difference of a half a cent. 

Q There is a differenco of a half a cent, and it has been there 

for some time, has it not? 

Yese 

For how long? 


I would say approximately a yeare 


DD & OD & 


Approximately a year. Now the foree of competition and 
the powor of chiselling apparently has not had the power 
of driving the price down in one city to the level of the 
other? 
vi) I would suggest a reason for that difference would be 
owing to the dealers getting togetner and deciding that 
they would have a wider spreade 
G Exactly so, exactly so and what is true of the dealers in |} 
Calgary putting their heeds together and saying "We hold 
this half a cent over and above what sdmonton gets", would 


be true of any part of the indsutry, would it not? 
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Stevens 


Yes, that is true. 

I suppose if the British American and the Imperial Oil 

and of course one would not suppose they would, but if 
they wanted to put their heads together and say, "we 

will not compete," nobody could make them, could they? 

No. 

“ie will not chisel on each other", nobody could make them 
do it? 

Noe 

But what I started out with, wo have got into a broader 
field, but what I started out to ask you about was, where 
you have the illustration which has now been in foree for 
a year, of the publie in Calgary being treated differently 
from the public in Edmohton, where all the forees of 
competition are in force and in full play in toth cities, 
rendered Nnogatory by the simple process of agreeing lai figs 
themselves that they will not come down, do you not think 
that it is time that the industry or some other body had 


Ssomethins to say about it? 


{ Go to Page 14,692 } 
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S. R. Stevens. 


Yell, to have a uniform price spread it would be necessary 
that somebody control it. 

Yes. Now, it may be, and I am not discussing the amount 
of the price spread now, but it may be that the 4% cents 
in Calgary is the more proper figure than 4 cents in 
Edmonton. 7 am not discussing that. I am saying that 
something is right and somebody should see that it stayed 
right. What do you say about that? 

That would appear to be the only answer,to have a uniform 
price spread; otherwise, different cities will have 
different price spreads, depending upon the thoughts of 
the dealers in those cities. 

MR. HARVIE: ay L clear up one point ait 
ur. Stevens. Phis apparent price spresad in the Tilting 
stations, we have heard evidence that it really amounts 

to nothing. It is only the sucker that pays that price, 
i bekieve 2s the expression. Might it not be that the 
service station spread in Edmonton, while half a cent 

more than in Calgary, that the actual---- 

THE CHAIRMAN: palf a cent more? 

MR. COMMISSIONER LIPSETT: Is not Calgary 46 cents? 

MR. HARVIE: i mean either way. ry point 

is simply this, that does not the apparent service station 
spread mean really nothing in the long ruiu as the net-back 
to the service station operator. There are so many 
discounts and different prices and so on? 

Well, yes, but to our operators, LTewould sey © 7% 

would mean a difference. 


It would mean a difference? 


Yes. 


You have heard the general evidence that there are various 


Ne 


a 


a 


she 


he 


ha 
‘ 


. 
1 
: ‘ 
‘ 
oo . 


rt 


r- 


ye 


4 


' 
' 
. hj 
i 
' - 
7 si 
; 
Pa 
> * 
1 
ae 
Wat 
Ae 


- im 
ee 


Oo ire go 


Da -F 


b> 


~14,693- 


S. R. Stevens. 


prices given to various classes of consumers by filling 
station operators? 

Yes, 

So the apparent spread does not necessarily work out as 
the true figure of the net-back to the operator? 

No, J. would say in Some instances that is correct. 

The other point is this, I understood you to say that, 
generally speaking, the tradc followed the one cent 
reduction made on 3rd grade on the 24th of July. Just 
woe you, are in the box, can you tell us whether Bl A. 
POliowed 27 Ol not? 

i do not know whether they did or not. 

Do you know whether Great ‘Jest did? 

tepeiveve they did, Il have peen told that they dia. 
You do not know? 

No. 

MR. FRAWLEY: tf Great Yest did and B. &. 
did not, that is a rather peculiar situation, is it not? 
Yes, it would be unusual. 

Unusual, one being the supplier of the other. Now, Mr. 
Stevens, I would like to clear up a couple of things. 
When you sold the gasoline yourselves, as the Chairman 
was asking you about, the spread was 4 cents, was it not? 
I believe that spread operated during those years. 

I mean in the cities of Calgary and Edmonton only, of 
course? 

I believe we did have a spread at one time of 4 cents in 
Calgary .» 

and in Edmonton? 

Probably. I was not there at that time. 


And it is still 4 cents in Edmonton? 
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Yes, in Edmonton it is still around 4 cénts. 

So you are saying that the spread established by the 
companies in their own good judgment or bad judgment was 

4 cents, and that spread has been continued in Edmonton 
but because of the getting together of the Calgary retailers 
the spread went tu 4% cents? 

Ll pelisve that 15 correct. 

Now, I do not want to duplicate the Chairman's question. 
But that is not a vory good state of affairs, ig it? 

ies 238 Mavter of opinion. As 1. say again, it would 
depend upun what dealers believe their marginal profit 
should be. 

Do not misunderstand me. IT am not yuarrelling with 
either the 4 cents or the 4g cents, but I am 

calling attention to these two spreads, and that a man 
Like! Based. who sells more gasoline than anyone else in 
Alberta would be content with 4 cents whereas the 
comparable station of your own in Calgavy, he gets 43 
ecnts. That to me does not geem right. What do you think 
about it? 

It certainly shows a difference in the spreads between the 
two cities. 

I want to call it to your attention, something that in my 
mind accentuates the whole situation. Thke"Albertan" this 


morning carried a story that tells us that the wholesale 


price----well, I may as well read it. 
K ALL RETAILERS NOT DROPPING GAS OLINE PRICE. 


'" Retail gasoline price cuts were in effect in some 
"Calgary service stations Wednesday night, while 


"others maintained previous price schedules, following 
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"announcement of cuts ih wholesale prices Wednesday 

"morning. 

: Wholesale price reductions Wednesday were one cent 

"per gallon on Ethyl gasoline, and one-half-cent on 

"standard grade gasoline. 

Y Officials of the Calgary automotive Association, 
"stated there would not be any change in the retail 
"price for the present. Frank Patton, one of the 
"members of the association which includes he said 
"more than half the garagemen and servies station 
"Operators in Calgary, stated the drop in wholesale 
"prices could not be passed on because of recent 
"higher Costs, wages, and other factors. 

‘ Most of the retail outlets of one major refiner" - 

We have no secrets, here and I will say in parenthesis 

that is your company, is that right? 

I belicve so. 

"however, had already cut their reguler prices for 


"standard and Ethyl gasoline hy half a cent and a cent, 


"respectively, Wednesday." 


So we have a situation in Calgary this morning that the 
Imperial Oil stations have passed that on to the consumer, 
which was no dcubt the idea that your company had in mind 
when they made that reduction, passed that price on to 

the consumer. That. des true,» dos ib, notz 

L believe that it is, yes. 

And the other service station operators, if the "Albertan" 
is right, have just decided, as they apparently had decited 
to do in connection with the 4% cents, that they won't do 


any such thing and they thank you very mach, the Imperial 
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Oil, for this reduction, and there it ahides in.their 
service station. That is the situation this morning, 

£o) Lt Oy ¢ 

Pebpelieve so. 

Don't you think that is a pretty sad state of affairs, 
either from the standpoint nf your absence of your 
interest in the industry or the absence of any body which 
Might step in and say somothing about it. ‘hat do you 
think about that, Mr. Stevens. i ask you because you 

Eve ,One wor US « You are rient here and your nose’ 1s) tc 
the picture all the time. That is why I am interested 

i your Ovservetions about Lt? 

I believe that condition will rectify itself because the 
dealer selling at the lower price is going to affect the 
Oumer dealer in business at the higher price. 

sut if your service station operators were not good, loyal 
strong supporters and had done what the Calgary automotive 
Association has done, that reduction would not have been 
passed on, would it? 

It prcbably would not. 

If this article means what it gays. So we have the 
situation that the Imperial Cil Company, and that is why 

I want to get before the Commission the reasons for Mr. 
Halverson's reduction, and just assume with me that it 

was part of the principle behind the reduction that it 
Should be reflected in the consumer price. Assume that 
that was one of the basic reasons cf making the reduction, 
that whole thing was frustrated, the intention If, 
Ilalverson had in making the reduction could be entirely 
frustrated by the man in between the tank waggon and the | 


} | 


service station, that is true, ig it not? 
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That is pnossible. 


mR. NO Tal ; It is true also that the 
farmers in this Province get this reduction? 

This reduction in effeet yesterday? 

Yes? 

ee Sy r' 

MR. FRAWLSY: Iam talking about the service 
station operator and all I am asking him about is whether 
or not by the action on the part of the retailers this 
whole thing is frustrated? 

That is a fact. 

MR. NOLAN: the farmer gets it, Lely 
also true that the Imperial Oil does exert some influence 
on their dealers to pass on the reduction to the consumer? 
Yes, we plan when the price is reduced, that they will 
pass it on to the consumer. 

TH! CHAIRMAN: What did you say? 

We plan that the price----- 

Do you do anytuing more than plan. Do you tell them they 
are to pass.it ou or do you not? 

Well, generally speaking, we do not. 

MR. COMMISSIONER LIPSETT:: But you do, Mr. stevens, .your 
company did make public the fact that this reduction in 
the wholesale price was being given by then so that the 
public would know that the dealers were getting their ( 
Bacobine at 4 cent or helt » cent ¢herper? 

Yes, Sir, it was pudlished in the newspapers. 

WR. NOLAN: Now, ir. stevens, whatever 
influence we exert, the fact is to-day in this Province 


Imperial Gil jiealers have passed on that reduction brought 
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into effect yesterday and given it to the consumers? 


+r 


Yes, I understand that. 


MR. FRAWZEY: Can you swear to that, Mr. Stevens‘ 


I was advised last night by our representative here in the 
City that that was being passed on through the retail 
pricesa® the service station. 
iiey s6einethe City of Ualears 
You have been attending the Sittings of this Commission. 

Lan you swear to what happened in Hdmonton yesterday? 

Lf was advised it was going into effect in Hdmonton toc. 

And ,in Red..Deer ond all over the Province of Alberta? 

I have not any knowledge of the condition at those points. 
You know the fact is, let us have it all out, you know 

that there was an effort made yesterday by some service 
station operators,and staying with service station operators 
for the moment and not involving the companies, but by 

some service station operators to keep that price reduction 
in te service station? 

I was told there was. 

Of course, you base your opinion as an official of the 

mpeg lear O17 

Yes. 

That there was an attempt and that your dealers stood out 
against it and insisted on the reduction. That must be 

said in fairness. Insisted on the reduction being passed 
onto .the public? 

WES «SO dams 

MR. CAMPBELL: Just one other question, please. 
Going baek to the time when you operated your cwn stations 
on the 4 cent spread, which you heve just told us about, 


was there any discount. “as that spread subjeet to any 


, but you cannot be every place. 
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discounts by customers, regular customers, or did you 
actually get the full 4 cents? 

Yes, we obtained the full 4 cents spread. 

No discounts at all? 

No; there were not. 

MR. FRAWLEY: 7 That is interesting. We are 
told that to-day it is just a hodge-podge and that the 
only person that pays the posted price, and I will use 
Mr. Harvie's word - it is astonishing personally to me 
and that is not particularly impertant for this record - 
that the only person who pays the posted service station 
DriGewis what is called the "sucker trade" and isaeain 
ask you as @ man who is closer to this market than anyone 
in the room, perhaps, in Alberta, is that 4 faci? 

Well, it as not my impression that there is.a@s6 mich 
price cutting as it would appear in the evidence I have 
Geero.oiviiouen £ do believe itis going on. 

We have Mr. Miller making that point and we have his 
company apparently of the same opinion because their 
counsel puts it to you this morning that the service 
station price, the posted service station price means 
nothing except to the sucker trade. That is the proposi- 


ts 


tion put to you and I want your considered opinion if 
Rost s: 80. And I want this Commission to know about it. 
Is it a fact in Alberta to-day that the only person who 
pays the posted service station price is the sucker? 
Well, the dealers I am closest to are our own and the 


big percentage of our volume I am satisfied goes at the 


peculiar reveal price. 


Where it is exnected to go by anybody that has given any 


thought to it, is it not? 
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Yes. 


Then who are these people that get the disecunt, staying 
with your stations? 

i believe that truckers buying a larger volume than the 
usual passenger car driver gets a reduced price. 

Before we get to him. First we have the casual motorist. 
That is a more polite name to call him, he seems to be 

the sucker, as far as I can understand, and he pays the 
posted service station price. is there a group of friends 
or as Gilbert and Suilivan said "Sisters and cousins and 
aunts" of the service station operators. Is that the 
second group that gets the et? 

i-have not knowledge of that at all. 

#8 f6r"as you know all ofthe ordinary passenger car 
customers at your own service stations pay the posted 
service station price? 

As far°as’ I know, they do. 

AS far as you know. I am satisfied with that. 

MR. CAMPBELL: You qualified it by your answer 
that there were exceptions? 

I believe there are in the case of truck operators. I 
Reve Teen Gold taecre have ween: 

MR. FRAWLEY: i am. going to take it in stages. 
Now, you only know about the stations in Calgary, Edmonton 
and Lethbridge, perhaps? 

Yes, lethbridge and Medicine Hat. 

You are speaking primarily of those stations. You do not 
think that this situation we have heard of here exists 
there. That it is just the odd person, that it is the 


going price, but they are friends of the operator 
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pay scmething less. Do you think that is going on’? 

A I have never been told that that was the case. 

You Mave never received any informtion which you thousht 
was reliable enough to warrant you in concluding that was 
going on? 

Boe ik heave -nG-t. 

Q Then we go to the next class, stations that are just your 
dealers. They are not your own premises. Jo you think 
it is gning on there? 

A I would think it woulu be to a greater extent with the 
other dealers and I believe all other dealers. 

Q@ Ineluding your own? 

A ineluding our own. 

g Since you have sot this class of your own owned 
service stations? 

a Yes. 

You think! that there is, as a matter of fact, that rebating? 

A Well, £. would be jiiclined to believe from my experience 
that there is more réebating done by the dealers that we 


speak of than we do through our own service stations. 


2 


Who gets the rebate and how is it brought about. wo you 

just make a nuisance of yourself with the operator and 

tell wim he has got to give you & Guts 

A I have never attempted to get a rebate so I do not know 
just how they do it. I imagine they insist upon getting 
a lower price. 

Q Mr. Cottle suggests it might be gcing on where the spread 

is wider, when you get up into the 7 and 8 cent spread 

districts that then there are rebates? 


A The wider the spread is the more couducive to rebate it is. 
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S. R. Stevens. 


When you have this wide spread then just the unsophisticated 
customer, as Dr. Frey called him yesterday - or let me 
make the statement, is it your understanding that only 

the unsophisticated customer pays the posted service 
station price? 

ft would be unable to say what percentage of their business 
would he on that basis but I think the magority of their 
business would ve on the re;ular basis. 

You have also agents, superviscrs that go around 
contacting the trade? 

Yes. 

They call un these dealers very regularly? 

Yes. 

To see they are selling enough “iarvelube and not somebody 
CUE Te ars Par owt Gh Don't they receive complaints? 

Moresume  pney do but not allof those individual 
complaints would be passed on to me. 

You Never made a special study of it. You never stepped 
out to find out if that was going on? 

hever a special survey to find out the exact number. 

Now, another of the things, you just don't care very much, 
ir. Stevens, that is the point, is it not? 

Well, we do in a way, yes. We would like to see orderly 
marketing. 

A very simple way of JUoing it would be to get into it. 

YOU, got out of it. And now you get your tank waggon 
orice and what more do you care, There is no chiselling 
as far as you are concerned on the tank waggon price? 

No, that is what we are mainly interested in. 

You are through with it. You get the tank waggon price and 


get your bills out at the end of the month and that is tho 
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S. R. Stevens. 


Onky sinter est: you have except your credit cards. You do 

convact customers through their credit cards, and that is all‘ 
A mesprthat Ls true. A 
Q Wouvrarevout of the retail business, and i put it itoyyou it 


is because you are out of the retail business that these 


things are going on. Is that a fair statement? 


A I would not say that is exactly the reason for it going on. 


Q If you were opérating a service station, if yéur ¢ ompany 

were operating a service station you would not enter into 

this silly business of teking just the ordinary fellow 

like myself that goes in and buys his gasoline and goes 

on about his business, and charge him the posted service 

station price and the man that comes in behind me who 

makes a large noise and curses and swears around and 

retisuya ybe tier price. You would not support that sort of 

foolishness? 

No. 

Or your Company would not? 

No. We would sell all at the same price. 

Then how did that come about, this rebate? 

I presume that is a system. 

G WoentMdovnot think it is 4 satisfactory situation, do you; 
to <leavo it that way’? 

A Well, all I can say would be just a matter of my opinion. 


Volker as Tan CONGEeTRed =m 
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A It is best selling in an ordinary manner and is better | 
business. 

Q The Company puts you on the spot, I guess, for lots of 
things when things do not gc right in the market. But I 


am not trying to put you on the spot, but certainly I 
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Oo. R. Stevens. 
would like to have your views as the Alberta manager of 
this great Compnny, do you think that is perfectly right, 
to let that kind of a situation go on, what happened or 
almost happened or was threatened yesterday? and for all 
I know still is happening, dv you think that is any good 
ror this industry? 
Well, that would be a matter of policy for the company, 
I should say, Mr. Frawley, to decide that. I do not have 
anything to say about policy. 
Just let me see how far you have something to say about it. 
Your company, without your advice, secided 3 put &@ price 
reduction into effect. I-suppose that is fair enough 
to say? 
Tes. 
And, perhaps, not altogether without your advice. After 
heaving received information from you and others, they 
decided upon a price reduction and I am going to assume 
for the purposes of this question that the price reduction 
was to be vassed on to the consumer because if it were not 
passed on to the consumer its purpose would be defeater. 
Is not that a fair assumption? 
i4 could be assumed. 
THE CHAIRMAN: That is the very thing I want 
to ask Mr. Halverson, so we do not need to be assuming 
anything. 


WR. FRAWLEY: Then I will ask Mr. Halverson. 


oy 


» 


14 


-14,705- 

A. B.» Halverson. 

ALFRED EIMER HALVERSON, recalled: 
PY MR. FRaAWIEY: When you made the price 
reduction yesterday was it not in its very essence and 
naturc that that price reduction had to be passed on to 
the consuming public to accomplish the purpose which 
moved you in making the reduction? 
Are you asking me? 
Less 
Yes, i would say that was the purpose, with one qualifica- 
tion , and an important one, and the Chairman himself 
mentioned it, and that is this presupposes that the 
dealer is getting a fair margin to start with.,,and I am 
inclined te think that a 4 cent margin is just a bit too 
low, when you consider that the man for six months in the 
year does not have very much business, and of recent 
years there has been legislation put into effect about 
minimum awages and maximum hours and my considered opinicn 
is that 4% cent spread is desirable if yom want to live 
and dem bives ..l think the dealer is entitled) toy that. 
With thes one qualification, I. feel. the’ reduction shoul 
he passed on in Calgary and Edmonton to the consumer. 
We will use our best influence to that effect and have 
done so. 
I am not concerned with that at the moment. I take it 
thatthe purpose - let us be very frank about.it = that 
the purpvose behind the reduction that went into force 
yesterday was to prevent drainage from "Q" gasoline to || 
6rd structure... Am I right ‘or am I.not right? \| 
Thateie right. 
And that the reduction which was carefully calsulated 
not at a cent or maybe half a cent but at 1 cens and ls 
cents, carefully calculated and rather exactly calculated, 


Peamesurey thateis tight) dis it, not? 
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A. BH. Galverson. 
Yes. 
Mhenerore, if it all were not passed on by the -service 
station operators, not the bad nor the good one, but 


put, that.aside for the moment, but if your price reduction 


n 


of 1 cent and $ cent were not passed on, the purpose, 
mainly to save the drainag?:, mignt havc been completely 
Toussraved, wnat isi: imue, is 1% nob? 

Yes: tat ge true that your statement Ls correct, bud. in 
Galgonyeas Tar as our’ dealers are concerned, as Tar as 1 


know, they have passed it on, and they have done the same 


in Edmonton. As far as these 


uel 


ural points are concerned 
it i8 an impossible matter to police them at some of these 
small cross-road towns. Neither the Government nor 
eurseéives, could do 1-03 You aze attempting the impossible 
either way you look at it. But we do feel as far as 
Calgary and Edmonton are concerned, that the reduction 
should be passed on to ithe public, provided in the first 
Diath mthewdealer is setting a fair margin, retail marcin, 
and I consider that 44 sccnts. 

Dimi) respect, I think thas 2s besaae® toe polar. 

I am seeking to establish the ground work of the principle 
behind yesterday's reduction and you say frankly that that 
reduction was intended to be passed on in its entirety 

and that having in mind the purpose for which it was 

ee on it would hecessarily defeat its purpose if it 

had not been wholly passed on, that is a correct statement? 
THE CHATRIIAN: No, I understand not.) As. I 
understand Mr. Halverson, - ¢orrect me if I am wrong, 


yOousundersteand mc, Mr. Halverson, = you say it is your 
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yr Gs Hagverson: er ca 

considered juli gment that retailers are entitled to a 44 
cent spread? 

Peas 

As between the price at which they buy from you and the 
price at whieh they sell to the public? 

That is correct. 

Bn you think it proper no matter what reduction you neke 
that they should assure themselves of the 44 cent spread? 
Go nas 

and beyond that your thought in making the reduction is 


that the public shall get the benefit of it? 


MR. PRAWLEY: All Tighy. Then Get me ve clears 


Mr. Halverson, you did two things yesterday. You desired 
to give a 4s cent spread to the service station operator 
and with the rest of it stop the leakage from "Q" to 

ord grade? 

MR. COMMISSIONER LIPSETT: To the service station operator 


that is not getting 4% cents? 


MR. FRAWLEY: Yo are in Edmonton where they 


get 4 cents. 

Our action in making the reduction yesterday not only 
affects the service station but it affects the Province 
as a whole. 

OF Course ; 

And our purpose was from the standpoint of gcod busincss 
to stop the drift from quality products to low-priced 
products, which would lower the average realization. 
Yes? 


And we felt that 3% cents differential was too wide from 
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A. KE. Halverson. 

the standpoint of good business, and it might lower our 
average realization. We could not raise the price on 
Acto gasoline on accotint of competitive conditions. If 
we had done so we would have lost a lot of the Acto 
business, which would have raised our costs over all. 
Therefore, tc reduce the differential, we had only one 
choice and that was to reduce the price on Esso and 3 Star. 
Ye felt that taking the long range view it is good busincss 
because it is going to stop the drift from the premium 
product to the low-priced product. 

fT understand that. 

That LS why we did it. 

THE CHATRMAN: It would not stop the drift 
unless the dealer passed it on, would it, Mr. Halverson? 
no tan as the dealer is, concerned you are guite right: 

He would have to pass on the reduction. That is quite 
right. 

MR. FRAWLEY: Then do I understand in those 
places where it is 4 cents, and let us go to Edmonton 
immediately, that you had no intention of providing the 
means in this reduction yesterday----- I want to be clear, 
whatever your views may be with regard to service station 
spreads in places where it is only 4 eccnts, and that is 
that it should be 44. Let us start off with that, when 
you made your price reduction yesterday, which applied to 
#dmonton as well as any other place, did you expect 

that in Edmonton all of it would be passed on except the 
half cent which the service station operator would take? 
Oe td Co eee in sialaan avi we used our influence 


to maintain the present margin, although I must say that 
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A. HE. Halverson. 


IT think that margin is'too smll.//Now, in connection with 


that thing that has beer stressed So much about retail 
margins, in my brief I presented figures from the United 
States Department of Statistics Hen tie Sey retail 
margin in the United States in 1937 was 4.05 per wine 
gallon or 4.80 per Imperial gallon, with much greater 
density. I think in Edmonton and Calgary the public is 
getting gasoline at a very low retail margin, particularly 
at Hdmonton where it is 4 cents, and I want to reiterate 
that I think the dealer is entitled to a living wage and 
that 44 cents is the minimum. 

I think we thoroughly understand it. 

TH CHATRMAN ; That being so, Mr. Halverson, 


ket us say 45 cents as the proper spread ana great weight 


mistebe@ given, to one of your experience. Let us say that 
is $6. po you believe in this free play of ehiselling, 


if 4+ cents is fixed as the proper spread should there not 
be some control over it so that some people are not paying 
more and others less and so on, except in the ease of those 
who by reason of quantity buying are entitled to a 


different classification? 


Theoretically, I believe that would be a desirable condition 


but in practice i think it is impossible of enforcement, 
either by regulation or by industry. Therefore, the best 
corrective is a margin which is not too wide that it 
permits this condition. And I do not think that taking» 
it by and large a margin of 4* cents, when you consider 
the services that go along with it, vis over ue. pensodeor 
time going to permit a great deal of echiselling, except 
to truckers and that kind of trade. “Because if ona 


margin of 4% dents a dealer does too much chiselling 
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A. ET. Halverson. 
he is going to put himself out of business. I think 
the best corrective against that kind of thing is a 
reasonable margin, not too high, and that is about all 
inean say. 
All right, let us say that is the correst one, 44 cents. 
Let us say that. Now, supposing for any reason you give 
a reduction in any of your products to-morrow, would you 
expect then, the 44 cents being allowed for and established 
as reasonable? 
Less 
You would expect any reduction you made to that service 
station dealer to be reflected in the price to the pubLio, 
would you not? 
We would like to see that. 
I mean you would think that was orderly and proper? 
Ll would think that would be sound. 


And any means that would bring that about would be sound? 


Ses Voars 


it wonda be sound to be done and it would be sound to 

SeG that 1t is done. That follows, of course. Jiave you 
any suggestions as to how that is possible. I might 
direct your attention to a few observations Bete Leon s 
gentleman whom you may have heard of, Myron W. Watkins, 
Who 1s Professor of Eeonomics in a New York Unavers. ty , 
writing in 1937 he says; after much discussion on many 
things about the oil industry and speaking of the 
marketing drainage of the industry, he said: "As always, however, 
chief reliance in maintaining a stable price structure 

in retail markets has been upon the firm and resolute 


policy of the majors in dealing with their distributors 
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A. EH, Halverson. 
and with the sources of supply of other dealers. , 
It is a method which has many shortcomings, but it 
has the virtue from the business standpoint of avoiding 
the trammels of governmental authority (so long at least 
as whatever elements of collusion may be involved can 
be kept concealed) while being, still, reasonably 


effective.” 


(Page 14,712 follows. ) 
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Now theze is an economist 
whe seens to think there was nothing very unsound about 
companies having some reaponsibility for what their 
dealers did, in the Me On, among st other things, pass= 
ing on a price reduction to the public. 

MR. HALVERSON : For instance we assumed 
that responsibility yesterday. We contacted with every 
dealer we have in Calgary and tdmonton and of course 
there is a point beyond which we daring go-e We sell the 
products to these men. It is their property. We can of 
course perhaps say t> them "Unless you do so and so we 
will get a new man", but we do not like to be too 
dictatorial with these men because the service station 
Operators at these two Cities, it is not a particularly 
fine job he has got, and if you take him out and get 
somebody else it is not good business. We have to use a 
bit of patience and persuasion with these men. Now at i 
one time the company operated, it is true, and we \| 
charged a certain margin and there was no exception. | 
It was an expensive way of doing business to begin with; 
it cost more than cur present method and in the secund 
place it was not practical marketing for this reason 

that our service stations, company operated , charged a | 
fixed reel price and we were losing business to other || 
dealers that did not do so and we have to recognize the 
facts in our »perations. 

THE CHATRMAN; Yes. 

MRe HALVERSON: And I am firmly convinoed 


that there is no absolute remedy for it either by Govern~ 
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ment or by industry except along lines of the article 

you have just read. It is for the industry to accept 

some Benes of responsibility and do the very bent they 

can, to see to it that the consumer is not improperly 
treated in the retaiz Grea. 

THE CHALTRMAN: Loko Ou miss your point 

and this gentleman did net miss it either, bucause he says that 
many membcrs of the industry, particule rly in the marketing 
branch arc by long preetico more skilled in the art of scilft= 
Nelp them in the art of mutocl sssistonec. 

And that is the only safeguard that the poor old public 
has. It is just grced, chiselling against each other, 
rather than providing mutual assistance to each other, 

but seriously speaking, hir- Halverson, the fact is that 

you make @ price reduction beyond what i8 a fair spread 

to your dealer, then you expect the public to get it 

and that is why you are making it? 

That i8 correct. 

And so far as lies within your power you try to see that 
your dealers do give it to the public, that your re- 
duction is carried through? 

Yes, we consider it is good business. 

MRe FRAWLEY: ind just one other ot 
servation, ifr. Halverson, under the present estate of 
affairs, even having the man which you had yesterday, 

going in and saying "please", to these operators, hav- 

ing in mind the present state of affairs you are 

perfectly helpless, you are perfectly helpless to see,-. 


indeed without any asking at all,-to see that your 
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price reduction which you intend for the public, 
reach the public; under the present system you are 
really helpless? 

Well practically so unless we take the stand of 
changing our tenants and just absolutely telling them 
what they have to sell for and when we sell merchan- 
dise we feel that the dealer has a say about that. 
That is it, you are helpless. If you are helpless 
and the public is going to suffer because in your 
view the public would have suffered in Calgary yester- 
day if that price reduction had not been carried on? 
But in dealing with the realities of the situation I 


want to reiterate, the question is not so much in the 


} 
i 


past few weeks, that the retail margin in Calgary has 1 


been too high, at 4% cents; the retail margin at 


Edmonton is 4 cents and in my opinion has been too ) } 
low. 

THE CHATRivA N; Oh quite, quite, something 
is a proper spread and that being determined, I am only 
repeating it myself to get it clear and I want to be 
very clear, that being determined, you would say that 
every reduction which you wake in price thereafter, 
should go to the public even as every increase in price 
thet you might make thereafter should be paid by the 
public? 

Substantially that. 

THE CH4IRhAL: I think ir. Halverson's 
position is quite clear. 


bAJOR LIPSETT: tir. Halverson, in this 43 
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cents, is it your view that the spread should be the 
same, whether it is Lthyl or "Q" or Acto, of 44 cents? 
Mme HALVERSON: Yes, I would say the 
Same, especially of uthyl and "Q" brand. .In some com= 


ied 
muhitles thoy take a smaller margin on third-grade. . 


hey are not doing it here. . 


MAJOR LIPSETT: But ycoar view is that the 
spread that you put cn of 45 cents should apply equally 
to all three products. ' 
iuRe HALVERSON: I would say so. 

MAJOR LIPSET?: Wow is there any reason 

why a smaller percentage should not prevail in the 

spread which the jobbers get, as between the three 
grades, when you are fixing retail prices or discounts to 
jobbers? 

MR. -HALVERSON: Well I do not think the sit- 
uations are parallel because at a service station it is 
the same expense in connection with selling one grade of 
gasoline as another I would say except inasmuch as a 
jobber has to work more on a basis of an average 
realization in the over-all picture, the same as we do in 
our operations. 

wAJOR LIPSit?: Does not that apply equally 
to the service station or the dealer.. 

WR «HALVERSON: The service station, if he 
were to sell a large portion of one brand at a low’. price 
he would want to reccver somewhere else, that is if he is 
going to stay in business. 


iA JOR LIPSETT:: Which means he would have 


> arn 3 
+ A : 
5 
) 
1 : : ; 

3 > : 

: : 

n ee 

- . A 


oly a or 

1 

(eas ton 
: oie alae} 
~ 


net z =A 
wot 


- 
= ES 
z ~ 


Ae He Halverson 


03 
5 


- 14,716 - 


to take his over-all realization. 

MRe HALVERSON: Yes, he would but on prices, 
as has been pointed out repeatedly, there is, we cannot 
determine the exact cost. We have to look at the over- 
all picture. ‘We want some return on it subject to ef- 
ficient operation. 

MAJOR LIPSETT: Y@se 

luR» HALVERSON: And at the same time we 
must have flexibility enough in the competitive position, 
as they change from time to time, I am just repeating 
what I said last June; on any other basis we would just 

go out of business. 

WAJOK LIPSETT: Do you take the view of 

Mir. Stevens, when I put it to him, as to the cost of 
marketing "Q" brand which has a bigger volume as against 
the third structure; I rather gathered from iilr. Stevens 
that the cost of marketing the third structure was greater 
because ot the delivery to farmers and such like; now if 
that be the position, should not,-so far as the jobber is 
concerned, should not the spread be less than it is, on the 
Wow Drand than it is on the third structure, instead oF 
being so much greater as it is at present? 

wR, HALVERSON: Well it is back to what I 
said before, that it is theory instead of the practical 

in the matter and the jobber, the same as ourselves, has 
to get the over-all picture and meet competitive con- 
Gitions, the same as we do. Now there might be a lot of 
liad a naib ata a Of | intone Route not work out in practice; for 


instance we know that the price of Acto gasoline today is 
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fixed at a certain level; supposing we were to say that 
Three+Star should sell for 1 cent above that level; we 
not only ourselves would be operating in red figures but 
we would drive every oil company in Alberta out of bus- 
iness, if we carried that to its logical conclusion and if 
we did not meet the competition on Acto gasoline we would 
sacrifice about half of the market and would increase the 
prices on Three-Star and Esso instead of reducing it; 
thet is how it works out in practice. 
MAJOR LIPSET?: Does that not mean though thot 
if the present price of Acto would put companies into 
the red, that the price of Acty should be increased 
rather than that the consumer of "Q" brand should be 
paying on this hypothesis, an extravagant price, to make 
up the losses on Acto? 
MR. HALVERSON: Well we cannot ignore the 
laws of competition; so long as you are in a competitive 
system, and for us to increase the price of Acto even 
although we consider it should be done, we would just 
lose that market. We have, as a uarket leader here, we 
are very sensitive to competitione We see reports from 
all over the field which we attempt to substantiate and 
we are fully convinced that at the present time the 
present price of Acto gasoline is necessary to maintain 
our position; if those conditions were to continue we 
would reconsider our position. 
MAJOR LIPSETT: But if you cannot get your 
fair cost and a profit on Acto, would not the proper 
thing be to let that extra volume go to your competitors 


and break them all the quicker, if it is a losing proposition? 
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WRe HALVERSON: It would work out just the 
Opposite, because if you drop about half of your volume 
your costs would go up to the point where our compet~ 
Ltor might put us out of business. 

MAI OR LIPSHTT: Then in the case of Acto, 
as we have had it before, there is real and possibly 
intense competition and possibly too much, but is not 
the present position that that struggle or loss is 
really being taken out of the pocket of the men who are 
Gavi Mant. Haase ? 

wiRe HALVERSON : You caunot say that it is 
a loss, ilr. Commissioner, unlers you know the exact cost 
and I think it might be helrful if I went back a few 
years.» In 1966, or since September 1936, including the 
reduction yesterday, we have reduced our prices on Three~ 
Star gasoline in this Province 7 cents per gallen; in 
the similar period vice reduced the price of third grade 
gasoline 5 cents per gallon; the same gascline which, 
from certain remarks which I have heard, is Supposed tc 
be non-competitive, it has come dowz. 2 cents more during 
the period than the product which is supposed to be com- 
petitive and I think in all fairness to ourselves I 
should make that point, that the pressure on the low 
priced product is bringing down tie higher priced 
product and since 1956 the higher priced product haa 
come down 2 cents a gallon more than the low priced prod- 
uct. 

MAJOR LIPSuTT: That is to keep the swing 


from the higher priced products to the lower priced prod- 
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ucts becoming too great. 
MR. HALVERSON: Theat i8, night. 
MAJOR LIPSETT: Certainly, that is a 


very substantial reduction in the time, Mr. Halverson. 
WR. HALVERSON: in @  pimicary,; wey. 1 
would like to reiterate that in iiontana or in North 
Takota there has been a reduction of .12 in the market 


and in tiontana approximately around a cent a gallon, so 


&@88 we said before----- 
MAJOR LIPSETT: In the same period? 
MRe HAIVERKSON: In the same period and as 


I said before, the aongumene in this Province have very 
substantially benefitted, not only from the introduction 
of the Turner Valley Oilfield here but from ef- 
iciencies in the operation of our company, which have 
been passed on to the consumer. 

MAJOR LIPSETT: There is just one thing 
more I want to ask you, Mre Halverson, you heard the 
suggestion ot Dr. Frey yesterday as to posting the price 
the companies charged the dealers and the tax, on their 
pumps; now I take it that possibly in Calgary and in 
mdmonton, owing to the influence of your dealers you do 
exercise 6 very considerable influence on the ultimate 
price to the public but in the case of the other 

dealers and the dealers in outlying districts, what 
would your views be as to Dr. Frey's suggestion, as to 
its practicarility and its advantages or disadvantages? 
I understood Dr. Frey's evidence to be that the Govern- 
ment might attempt to educate the public regarding cor- 


rect oil spreadswhere abuses existed and I would add that 
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the industry should assist where they do exist; to 

what extent the positing of the price would assist is , 
questionable; I am not a very great believer in post- 
ing the price unless all the products are sold at that 
price; it dces not seem honest. However, at the same 
time I presume that the posting of the price would ex- 
ercise a restraining influence, that they could not 
sell above that price; of course I believe that the 
Government would easily do a real educational job; that 
if in certain communities where they felt the retail 
spread or margin was too wide, they directly, and also 
with the assistanee of the industry, should concentrate 
on those particularly bad spots instead of trying tu 
regulate everything at every other point in Alberta where 
it was not necessary. I think you would get further and 
be more effective. 

MAJOR LIPSETT: i think if 2 S6te Dr rey 
correctly, and he will correct me if I am wrong, that 

his idea was that it might be desirable to put, not the 
posted price at which they could sell, but the price at 
which the dealer had purchesed from the refinery and 

post that, plus the tax, se that the purchaser would 

know what spread he was actually being charged; was that 
the suggestion? | 

MR. FRAWLAY: Oh yes. 

Dke FRiY: That was a suggestion along 
the line of what might be done to throw public light on 
the subjest; now I do not maintain that that is the only 


way that it could be done; the question was “Have you 
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any suggestions as to how ynu might throw the light 

of public opinion on it" end I suggested that as one 

of the possibilities where the margin was definitely 

known to be longer than needful; I do not know whether 

it would work. Dee _— 
THE CHAIRMAN: Anything more, iire 

Frawley. We will no doubt hear further from ir. 

Halverson again. We are merely asking Mr. Stevens and 


Mr: Halverson to clear up one or two points as a premise 


for the continued examination of Dr. Frey? 


Wine FRAWLEY: Quite so. 
WR. PLOTKINS: Mr- Chairman---- 
THE CHALTRMAN: Anything you want es-~ 


pecially to ask? 

MWR. PLOTKINS: There is another thing, 
what I want to do is to go into the matter a little more 
fully than Mr. Frawloy has done because I think same of 
the matters in dennection with retail prices have not 

been brought out. 

MRe FRAWLEY: I would make the suggestion 
Mire Chai~man, let me conclude my examination of Dr. Frey 
and I will recall iir. Stevens for Mire Plotkins' eryss-~ 
examination at any timee I would like to get through 
with Dr. Frey. There are only one or two more things for 
him to discuss and then he is open for cross~exanination. 
MRe PLOGKINS: Me only thine, airs Chair= 
man, I am unfortunately not able to assist the Com- 
mission all the time. 


WRe FRAWLEY ; All right. 
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THE CHATR MAN: The poanyp as, Mr. Pilotkins: 
the only examination I want you to make at this time is_ 
an examination that has a bearing upon that which Dr. Frey 
is speaking upon, | 

MR. PRAWLEY: Yes, really wir. Chairman, 
Dr. Frey was interrupted. He has not said anything yet 
as to these differentials. I just wanted the foundation. 
THE CHA TAMWAN: All right, and I may say 
that if Mr- Plotkins has anything to bring out of Mr. 
Stevens, that will asist Dr. Frey on those aspects 

Which pertain to differentials, now is the time to do it. 
bikes PLOTTING: That is exactly what I want 
to do. Mr. Chairman. 

THE CHA IRAN: Go ahead, but limit your 
examination to that. 

MR. PLOTKINS; Oh yes, that is right. 

WR. PLOTKINS: (To Mr. Stévens). in the 
City, yous company issues credit cards to the general 
pupLlLic? 

Xe Bs 

And the way those credit cards are handled, the operator 
of the service station accepts the signature:as a receipt 
for the goods that he delivers to that credit card pur- 
chaser, and in turn you recognize that signature on your 
slip as cash? 

Well we accept it from him, yes, as a credit against his 
purchases, 

So that you are able to exert a very decided influence in 


the price that the service station operator charges to 
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your credit card customers, I mean you would not accept 
that charge possibly at a considerably higher spread 
than you consider fiir? 

A Well not necessarily do we control the price. We accept 
the price which the dsaler sells at and we only naturally 
figure that he cannot charge more than the regular re~ 
Tadd. price » 

a) True. lam not suggesting you control it but you have, 
you.are really in a position, as, through your agenita, 
you.are able to refuse to take on credit accounts. a 
credit basea on the credit card if the price. the retail 
price that the dealer makes these sales at, does not 
SG OU? 

A We can but we do not, 

Q Ls that not one effective method of controlling or at 
least influencing retail prices to the public? 

A Well it could be. I presume i% could be an effective 
method . 

Q Yes, and it is a considerable factor? 

¢ MAJOR LIPSETT: ! How gould it, Mr. 
Stevens, if the credit card is given to the customer 
entitling him to go into any dsaler,where he is charged 
either the regular price or dounle the regular price? 

A It is possible that we would check those prices if we 
thought they were out of line. 


But in the meantime your customor would have given his 


ze) 


signature for the goods at that price and you would 
have to give credit to the dealer for it and the cus~ 


tomer would have to pay your 
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Yes, any adjustments would oe to be made later be- 
tween the customer and the dealer. 

wAJOR LIPSHET: PoTES 

WR.» PLOTKINS; Mr. Stevens, so that at 
least in that one respect you are able to influence 


the retail price of your service station operator? 


Thet would be possible insofar as that influence 

would go. 

Now let us ccmpare your service station operator in 

the matter of these credit sales at the service station 


price, which is accepted hy the Imperial Oil operators 


i ‘ 
in the City, as against the independent dealer who is 
called upon to carry his own credit account; would you 
not say, in your experience, that the percentage of 

loss in connection with credit accounts of the inde- 
pendent dealer as weighed against your own dealer where 
you carry the account, would increase his eost of op~ 
eration? 

well I have no Phoiesee of what the independent dealers! 
losses would pe on eredits; but L do not doubt that he 
does lose money over the credit, that he would not be 
quite as careful in considering tne credit accounts as 
our company might dee. 

That is right, but is there not a further aspect to 

that sipuation in that no matter how. caretul the dealer, 
the independent dealer might be, that he would have the 
cost of bookkeeping, the cost of collecting, the risk of 
loss, to add to his costs as weighed against your own 


dealer where you perform those functions for the dealer? 
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Yes, that is true. 

So right there we find a disparity in cost which might 

justify a different spread for those two classes of 

dealers? 

That is quite possible. 

Yes. We have had evidence, Mr. Stevens, of one op- 

erator here from Edmonton who told us that his credit 

losses were quite a factor and it is generally recog- 

niged and you admitted right now, that the average 

small independent dealer is not so well organized to 

hauidle credit accounts, is that not eorrect? 

Yes, I believe that is correct. 

And his losses presumably would be considerably higher? 

I would think they would be. 

so there is one factor that would, or should be taken 

into consideration by the Commission in deciding 

whether they are going to impose an arbitrary spread 

for the dealers to operate under. Now let us examine 
some other factors in the retail marketing; now 

in connection with your own operation, your own service 

stations, it is, would you expect it as a fact that 

your operators in order to insure themselves a 

nucleus of steady sound business, that, they might not 

give a price cut, but might perform services at less 

than the Pei ar price or might perform them free? 

Thét is quite possible, although I have no know- 


ledge of that being done. 
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Q Well you have knowlegge of the fact that the average 
service station operator, whether it is your company 
or any other company, or independent, does attempt to assure 
himself a sufficient gallonage, steady customers, suf~ 
ficient gallonage to take care of reasonable overhead 
and wages, J mean he makes that attempt? 

A Yes, I believe he does. 

Q And in doing that he only does that which any other bus- 
iness attempts to do here? 

A Yes. 

Q, We have heard here that the refinery attempts to get 
sufficient business to keep its operations going 
reasonably steadily? 

A Yese 

Q And is that not the same with your service station op 
erator that he would do the best he could with ‘the same 
thing in view? 

J Yes. 

THE CHa IkMalh: Wow is that premise sound, 


that you are putting to the witness? 


MR, PLOTKIN : Hs agrees with it. 
TH CHA ThA N: The whole burden of the 


evidence before us is that the service station operator 
is selling gasoline on the side. 

MRe PLOTKINS: On the sides 

THE CHA TrhiAN: Yes, that he is a hard- 
ware merchant, that he is a seller of other things, he 

Bells overalls, he sells sandwiches, he sells radios, 

he sells tires, anything he can sell. Now that is the grent 


woight of evidence,-whether it is the evidence which 
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we will accept in the end or not,-that is the weight of 
the evidence which is before us. 

Me PLOTKINS: And that evidence is 

sound if it applies to the country distributor, or 

dealer but we are now treating with City service 
stations. 

MRe NOLAN: Now Mr. Chairman, my memory 
of Mr. Morrison's survey of the retail trade showed that 


it was about 40% of the turnover in the businesses that 


he examined-----=- 
HRs (COTLLE: The amount of revenue. 
WR. NOLAN: Yes, that came from the 


sale of gasoline. 


bike PLOTKINS: Is that not also true of 
the very industry itself, that only a persentage of the 
revenue is from gasoline. 

THe CHA Ihhias N: ALD righo,” Dem jush brine 
ing something to your notice, tir. Plotkins. You examine 
as you wish. 

MR« PLOTKINS: I want to make it clear-—--= 
THE CHAIRLAN: But it will not be a very 
convincing examination if it is founded upon facts which 
the evidence shows do not exist. | 

MRe PLOTKINS: . Wow I am dealing strictly 
at the vresent time with the situation of the retailer, 
and more particularly right now with the service station 
operator. Now if that statement that the Chairman has 
made asa result of the evidence or at least his con- 
ception of the evidence--=-~- 

THE CHA TaiaAN: I do not say that we ‘have 


come to that conclusion. I say that is the weight of 
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evidence at the moment. We tlay reject it in the end. 
We are coming to no conclusions that we are stating 
here right now but I am saying you should not ignore, 
in questioning the witness, what is the weight of the 
evidence. You are putting to him practically the 
Opposite between other parts of the industry end his 
part, as though this was a component part of the in- 
dustry functioning in oil exclusively, even as others 
are. Well on the evidence it is not. On the evidence 
they do osher business. 

MR. PLOTKINS: That is just what I am 
coming to, Mr. Chairman. 

THE CHAIR: AN: Very good. 

Mie PLOTAINS: If the service station op- 
erator were to treat gasolirs just as a side-line, not 
to be given very much consideration in the matter of 
Dror Lt. would not, in your experience hire Stevens, the 
service Bien operator be out of business because it 
is only the business that he gets in other lines, the 
business that he gets in other lines is directly pro- 
portionate to the amount of gasoline he sells? 

Not always is that the case; that generally would I bel- 
lieve apply. 

That is general, so that he must get the customers into 
his service station to buy gasoline before he can sell 
them tires and other accessories? 

Yes. You would assume they came in to buy gasoline 
normal lye 

Yes, and gasoline being the important part of his op- 
eration, he must attempt to make a profit on it. 


THE CHAIRMAN: It would be just as 
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reasonable to say that, in connection with the hardware 
and country grocery stores, would it not? 

Yes, I would say that a dealer like the hardware store 
or the country grocer and also having a We ints pump, 
they would generally come to him for their provisions 
and buy gasoline during that visit. 

THE CHA TRAN: However, I interrupted 
you, wiz. Plotkins. 

wR PLOTXINS: In the case of the hard- 
ware store, it is a matter of convenience to the customer 
that the hardware store handles gasoline, on the 
average? 


Yes, £ would say on the average thas is true. 


But in the service station that is the primary object, is 


TPO ve 

Yes, I believe it would be considered to be the vrimary 
object. 

Well it is a fact that the Imperial Oil builds service 
stations, not to provide repair facilities but to pro- 
vide a place to sell gasoline and oil and greases and 
Wares? 

Yes. 

So that coming back to the service station operator, 
he has to first put himself in a position where he 
assures himself a sufficient turnover to Garry on 
normal operations and pay his way, his taxes and liv- 
ing and so on? 

Yese 


You agreed with that before’? 
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Yes. 


MAJOR LIPSET?: Does it necessarily follow 
lire Plotkins, that because the object of the company in 
building the service station is to sell their gasoline, 
that the object of the man who operates the service 
station may necessarily be to make his profit or the 
bulk-of hia profit out of the gasoline, if in fact the 
gasoline induces people to come in and buy tires and 
batteries out of which he may make his profit. 

MR PLOTKINS: That is what I am going 

to go into. I am just developing it so that it will 

be clear. 

mine PLITOKINS;: Now in attempting to 
secure himself a sufficient amount of turnover, he has 
the possibility of soutting or reducing the retail price, 
as against the other service stations, that is one pos 
Sibility of bringiug in additional business in other 
lines, igs it not? 

Well he has the possibility of cutting his price. 

But in view of the fact that your company gives him a 
method or, yes, a method, a method of retaining a large 
percentage of the gasoline business without resorting to 
cutting prices through the credit cards, he must, if he 
wants to increase his business further, find some other 
method of obtaining sufficient volume of business to 
carry on his normal operations? 

Well the credit card is not issued with that thought in 
mind, of issuing it so that the service station operator 
Gan control his list price; that is issued as a con- 


venience to the customer to purchase his products with- 
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out paying cash at the time of purchase and it does not 
prevent the service station operator from changing his 
price. He can cut the price just the same with a credit 
card as he can otherwise. 

Yes, but the average customer, going into the service 
station end not paying cash, through the convenience of 
the credit card, is not likely «co fight, as Mr. Frawley 
suggested, chisel and fight it out for a better price? 

I would not say that is correct. If I was a holder of 

a credit card I would be just as interested in getting 


the best price as I would if I were paying the cash. 
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Yes but as a matter of actual practice you as a custoner 
holding e credit ecard of the Imperial Oil, if you went 
into one of the service stations of the Imperial Oil 

and attempted to do thet, would not the logical answer 

Or he ove rator De, “lem sorry but at) sed ie7tt to you 

at less than that the company might not accept it.” 

No I hardly thing thet would be the logicel anser be- 
cause the dealer hes no difficulty with us checking 

Gredit card prices. 

You mean you would accept any price the desler might 

sell at? 

JY an invoice comes in end whatever price it, would be, 

it is accepted by us. 

You company would not do anything if you noticed one 

of your stations beginning to sell l¢ or 2¢ below what 

is @alled the reguler price? 

NGO we Geke no fection im connection with the orecit Insti. 
Waye 

Coming back to this question of cost and the difference 
between the operators in places where the spreeds are 
higher. | YOu have had quite a bit of experience, in 

country operetions of service stations selling gesoline? 
Less 

You fheve dons 6 lot of travelling in this Province, Would 
4t not be fair to sey thet the average small town service 
stetion orpump operator which is the biggest bulk of bus- 
fnese.in the country 1s it’) not, It) isnot 6 @rive in ser- 
vies station but it is a pump? 

I would say that the curb pump dealer would be the bigger 
volume by quite e bit. 


In his cease does he not follow the same prectice in the 


ve a ie ace ¥ 
| ; su Se a ae ei ar) 
‘motes & 2a sot eon? ey panto Ao Age Peet go fad a 
. | ; ' ~ ali ty at ata ys 
’ ‘ i 7 7 Wi ye 
Soae wry “OS EEG eee aise to Sse ay saben ai 
= i i Fy ev tral = 
- tM ib 

| S20. SEEMS Bale 28 aroniste eotvaos wit *5 ‘eno oenk | ne 
ay P - Pi ; ; C ck r a. ) ; 4) i . pF re | a 7 4 7 ‘a ian a 


ie | . 
: " qeWane (6odeGk Sg? got Slaaw  gteete a 2 betquerte tre. vr oN 


i ’ 
> at © i. \ 


; “ ai i - 
d “ “es. * * i 7 te ue 
ati oat * = 


i - Pec Ss ee , i. ee ot ; 
Pun , ae S3RE LD SS OO VIS Bey lee a bt De ade om ft oe 
= . »- : ; 

ps <7 rie ah Caer, "ta <* o WS Te we on 
* . i pe eet = aeal 7 o 
* $2 daphe fon Siiaka. Vireo Sits dant wae ae "i te va 
‘ B - b 4 4 ! 
: sows. faa iqol wes at Bic Talo again eibtad 3 . Ae ae 
: a tip ee of : 
: : Ee - i ) 7 
¥ . yi he § J 4  * = an Pod 77 ‘- Bi Po : , } as 
abe teote et em si Letttrs Of “24h TSreso | a6 e360 vm iv 
. . : ‘ “ { . vy £5 iN ec f << ye 7 : 
saan lid, O2ed 7 e ane | 
ss 7 
if 
nae rey % at ey Pig ~~ Pine i 577 y ri 4 Tan ee By F sie: 23 oe een vey | 6 
x « 7 J af Am i ; ¥ . - 
P28 {fas iy) 
e on i - w. th 
: anintes seyvotany fee Wi agmoe eo Fora? ve * _ 
¢ «jt Py v Ue eas B24 Me pone nie i aed ? oe S48) ets - 
. ; « ' 4 os & -_ 
’ bd oy 4 . - ad : : : 7 7 
ee _ Pe Se : Le 
fe Mee EG Seas 5 6 RE i , : 
Pcs £ . ? 7 : > ; toms - a] 
SNS TOel ron cre Se siiyyee of Tour BELOW ¥ pitas won OF p a i 
- 7 at : > - 
_ - re ty gta ry : ‘ ae 
an tut 42 =e yh Siee oF saraunteeo es0tters t9ee 
4 - 
| 
teofen ssdemer on FOS t5 ay 
& 5 a 7 : b aS ~ > es bbe Yj - te a eve + mary 
¥ 5 


: i | v 7 ae vi , ne ot ; 
a + soce feegee To Fie & otto nes eros ee et i 
7 ‘iP ‘ $ ] ' + 4 ) “ 


‘evtiogsy SSEL isn BPS ete Bierman BH 


Ts; , sis rf 
phasors Bice) Bei 


ae 


ee 
ra) 


Se Re 


Stevens ~14.,733- 


matter of credit as he does with his ordinery merchendise. 
In other words does he not sell a considerable portion of 
his gasoline end oil on credit? 

Well I would herdly think so. I have not got intimate know- 
ledge of their practice in the way of doing business, only 
very generally but I would think he would get cash for quite 
a substential volume. 

It is not your experience that the average herdware store 
and the averege other type of store having s credit ac- 
count with a customer by the year would elso sell him oil 
and grease and gasoline to some extent on credit? 

Well I believe thet heppens. I have known of it heppening 
but I do not think it would be general. iI think they 
regtiiy Lisist on collecting “cash for, gasoline paerviculerly: 
THE CHAIRMAN: lhe witness hes said that he 
does not know eny more then he has told you. 


MR. PLOTKINS: No and 1 am accepting his state- 


ment. 


THE CHAIRMAN: You are not giving evidence 
you are questioning the witness. 

MR. PLOTKINS: You admit there are some 
stores thet do give credit to customers on gasoline and oil 
in the country? 

T heve known e few instances where an operator of a store 
has mentioned the fact. He is selling gasoline and oil on 
eCrooi ts. 

Not as e particuler case but is it not customery in the 
country that instead of the 30 day account es we know it 
in the City thet there ere long term tredits?e 

I would say the seme conditions applies to say 30 day and 
long terms. 


In thet case becsuse of doing business the cost of merketing 
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that gesoline and oil would naturally be ehue than it 
would be in the city, especially if you take into consid- 
eration the volume? 

There ls enother view cai. be taken.of that... This man 
probably that you speek of is a dealer selling gesoline 

and oil and is operating s herdwere store and the gasoline 
end cil end of the business is not e very expensive oper- 
ation carried elong with his reguler business. Well it 
would be a question then of how much cost should be ap- 
portioned to that ges and oil business as to whet his 

costs would be. 

but beanot ¢ bigger spread in thescountry justified than 

at present exists due to thSse very facts that there is 
different conditions of credit-and small volume and .s0 
forth? 

Well in general I would say thet the lower volume that the 
Gealer handles would entitie him provably to a little great- 
eriproriG persgallon...l.think probably it would be logical 
to take that view. 

So it would not be good sound business and it would not be 
feir for this Commission, te. come to. a conclusion where. they 
would sey en everage of AS¢ miehi be a.teir spread beth am 
the city and the country? 


Well volume would certainly have 6 decided bearing on the 


earnings of the dealer. 


THE CHAIRMAN: On the earnings of the desler 
yes. 

MR. PLOTKINS: Ll am coming bock Vo the city, 
MR. NOLAN: Before, Mr.) Plotmins, goes on, 
Mr. Halverson asked me to say that he was snesking of Cal- 
Paci @famonton in his remarks on the dealer margin of 


Asg. 


$i madd vested! ed xt newnn btnow tke 
2. sb ienes. otni ‘oaat = LAA nage 


non alttt. .f edt Yecgiged 7 mh re, codbalaa? Sion ke 
ecko BAL (es tahsyb é at to deoge OM, tele. tides one rn 
en tings, AT: Phe ete sca ui 4 gHttereqo oh bap ria. iil u 
—toa PLEO ence yey 4 Por wt- cawtheug writ *o baie fio poe 
rs Lie senereina-aipiigos Gln ddlW gaping Seteae Hasty | 
2 ed EEiatn, Pee, Aint if to. mosis walt. salip eed ZL snes 
Ath Fath, OF pe wep bebe Lio, ores nag) %: Sid 8) benotsicy | 
| ih so 68 bie ow he cis x 


“e Witpues fp ce beotye seegid a Pom. el ee. ee 
’ tegkh Steet wor seat of beh eieted ehenerg ee 


Jon quot Liem 28 bese te amoliibaen: seas tie: 
sy guetcat, TAD, 
> tet avaher geume way Fase ose bisow TF teveneq af flew . oe 

ee as ee eee ee ies at Tae Go ott sisitdoe: koa a dl hyeetit! Fatewh 4 
ieee: of Shite we vieae oo tet Le atokhen ie PFioiei ee 3 - 
owe By Fans at af < 
pl ee, Sat Bip Ab Rea geeiieet name: Goa.ae. Baoy wd! eer bison Pa Lad ey 


- , 


Bay ; a hid iyi eo S Pe us f+ sig th Marys. isis ig fia teatmrny a 2,7 3: see 1 tet as hd 7 7 
| Be ehworr RRR So it! Ga BG Ee Yow TSO: eae seus Ke) 23. Sivow 9 
, a ee UR Sc ee pamela 1 


hi ho Gute! |) eg savor. nha tint 49 awd sata ce ¢ ia 


Se LANE tees Thay Sere aiys . ast i a Decal 
if ff : ee : oh ae alee 
ia te sie, vet: a bain “0 ey eee 


-14,735- 


S. R. Stevens 


t 
t 


2D 


oOo 


MR. FRAWL'NY: Yes, and Mr. Halverson 

did not mean that the 44¢ would apply at Fort Assiniboine 
I do not suppose. 

MR. PLOTEKINS: Not only that but is it not 
the Tact shat .conditions ere different and thet you intend 
sach dealer to use his own judgment as to how much spreed 
he Should receive in, retelling the gasoline ane oiL? 

Would you put that question again please. 

I say is it not fair to say th t the average dealer in the 
country, as well as in the city, should have the privilege 
of weighing his own conditions, his own ways of doing bus- 
iness in deciding how much margin he is going to demand 
Lm bie DupDlIC in setting bis reteil price, stead of 
having a governmental body or any other body or even the 
industry attemPt to make a uniform spreed irrespective 

of conditacns’? 

Well I féel he certeinly should nave something to say about 
Comoe ee DU SIRE SS. 

Thanks. 


MR. CAMPBELL: Juet one question on the point, 


if we are to bring ebout the desired result as outlined by 


His Lordship then we would hseve to teke into consideration 
not only reduction in the posted price but the maximum 
discounts as well wouldn't wef 

well maximum discountsor discounts would have a bearing on 
the eerningsof the dealer. 

Yes cost less his discounts is his landed cost? 

Le. 

And even if it wag sold at a posted price with @ maximum 
spread end there was one man paying 4%¢ and another man 


was getting a half cent discount and another man lg dis- 


count, there would ctill be the full spread? 
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yes he would get his discount apove his normal spread. 

And thet would have to be controlled to the same extent 

es well as the posted price if that result had to be 
brought ebout? 

I would say thet those matters sould be given consideration 
if the spread was being considered. 

Well you will admit it is part of the cost? 

Yes ‘that is true. 

MR. MACLEOD: Mr. Stevens with regard to 
this price reduction, there is always bound to be some lag 
is there not in thet being reflected in the retail price? 
By mnie Service statior operator. 

Yes he may have his tank full of the higher priced gasoline. 
Well generally the reduction in tenk wagon price is put nto 
Srrecu ime dl4tfely “in the“retarlacaler - pricey as a role. 
But during the past the retsil price has followed the whole- 
sale reduction has it not? 

Well generelly sveaking yes but not always has that been 
the case. 

But speaking generelly thet is so? 

Yes thet is true. 

After a longer or shorter lapse of time? 

yes. 

Cen you give us eny case where it did not follow? 

For instence we will go back approximetely ea year ago when 
this dealer mergin was advanced from 4¢ to 4eg in Celeery. 
That extra #¢ that was obtained in the spread at that time 
was due not to putting in effect the entire reduction in 


the wholesale orice. 


MR. FRAWLSY: And the 1/10¢ last July? 


Yes. 
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Q Thet was not passed on? 
MR. MACLEOD: Speaking about the statement 


of Mr. Halverson, thet the object of this wholesale price 
reduction, to prevent drrining of business from one grade 

of gesoline to another, thet would be met to some extent 
would it not by giving the dealer a greater inducement b 

way of an increased spreed to handle and push thet particular 
brand of gasoline? 

A That would I presume have a bearing if the syread wes greater 
on that particular product. 

Q It would not be absolutely the case unless the whole spread 
were passed on, or unless the spread were passed on to the 
consumer that the object would be not obtained et all would 
ats ul meen the very fact the dealer has been given 
inducement to push that perticular product would be bound 
to increase the sales of that quelity of gasoline? 

A Yese«it should. 

Q Now going to Hdmonton. Is it not the fact owing to the 
price structure in Alberta the #dmonton wholesale price 


eng retail price is greater than Calgary? 


A Yes. 

Q And greater than all points between? 

A Yooul believe it is. 

Q Now would not the result be that the dealer would try to 
keep down his spread and any other matters,where he has 
tosask the consumer a larger price, would not. the tendency 
beato try-to do business om a. smaller margin? 

A Thet is the retail desler trying to do business on a 
smaller margin? 

Q Yes, he has to get back more from the customer? 


A Well I hardly am able to see the advantage thet would be 
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A 


because -- 

In the gesoline business there is great competition over 
each area? 

Yes competition is keen. 

The Edmonton dealer is in competition to some extent with 
the Calgery dealer. That is to say there are people who 

go from one city to the other? 

Yes people travel from one city to the other but it wold 
hardly be what we would cell direct competition. 

And thet is increasingly so all the way north is it not? 

Yes I would say the general price increases steadily going 
norch. 

So that it would be in the interest of the Edmonton dealer 
to cut his spreed down to compete with the Calgary and inter- 
mediate dealers, that would be the tendency? 

Well if his spreéd was not too much above the other dealers 
he would heve en opportunity of selling more and get a 
satisfactory share of the gasoline. 

MR. FRAWLEY: How does that explain that the 
Red Deer spresd is bigger then either Calgary or sdmonton? 
Well I would say thet thet so happens that the dealers there 
egreed to hold a certsin spread. | 

True and that rather breaks down Mr. MacLeod’'s suggestion 
thet it goes up end up until it reaches sdmonton. It goes 

up and down and enywey it likes? 

Bach individual agent has different spreads, but generally 
speaking it should be in keeping with the rise in tank wagon 
price over the area . 

MR. MACLiOD: There is one other matter about 
the. control of .dealing. ae quite true thet the wholesale 


Y 
men have no longer control over dealers but you exercise 
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certein control dontt you within limits? 


A Well it would be within limits. 

Q You control most of the stations either by holding leases 
en) == 

A You are referring now to the service stations in the city. 


Of course we ere in closer touch with those dealers than 
we would be with the outside dealers, the country dealers. 
We might not be in touch with them for a week after a 
price chenge. 

Q You have Limited control to this extent at least that if 
your dealer is doing something which you consider det- 
rimental to the business in one way or another you could 
prevent him doing it couldn't you? 

A. We could discuss the metter with him but whether we could 
prevent him without putting him out of the station I do 
not know. 

9 If it were serious enough you would do that? 

TH CHATRMMAN: Mr. Stevens said that they 
could but they do not Like to chenge the men. 

MR. MELTABARGER: Do you have any Knowledge 
of any of your stations cutting gasoline prices under the 


canopy to the consumer. 


A At the present moment I have no knowledge of any particular 
customer. 
Q Have you ever tieard thet the Texas Company have been cutting 


prices to the consumer? 

A I cannot say thet I cen say the Texas Company in any particular 
instence but I have heard generally speaking of price cutting 
going on under the canopy. 

Q Tf for exemple in Celgery, if the Big Chief service station 
were selling to its customers or eny considerable portion 


of its customers at least, at less than the regular retail 
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price would not your customers know about thet and would 

not they complain to your station? 

I think they would learn about it sooner or later. 

And you would know about it? 

If it was passed on to me I would. 

THE CHAIRMAN: if you heard about it you 

would know ebout it? 

Yes. 

MR. MELT ABARGER: If one of our stations or one 

of the B.A. stations or the North Star was following the 
practice of cutting under the canopy except ts those large 
consumers as tTucker accounts which might happen because 
of the reasons stated, your Sales department and you whole- 
selers or your other service station operators competing 

with thet service station would know it because the business 
would go to that station in very large volume? 

Yos. 

In other words has not very much too much been mede of this 
under the canopy cutting situation in Alberta is concerned? 
Well I previously said I did not understand this to be oper- 
ating to the extent that previous evidence would lead us to 
believe. But I do believe it is going on. 

But it is doneto any considerable extent you would find certain 
stetions doing e very lerge, abnormal business to the detriment 
of other stations and they would complain, and cut their prices 
wouldn't they? 

Unless every station did likewise to hold their business, 

And then it would be common knowledge. You would know it and 


I would know it. 


MR. FRAWLEY: But thet would not make it 


common knowledge. 
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An er ne everson 
MR. HARVIG: Mr. Miller said so. 
WMHs CHATRMAN: Mr. Miller knows about it 
he seid. 
MR. FRAWLEY: Yes but I do not know about 


it. i heve been looking for one of these pleces. 

MR. HARVI2: Mr. Frewley might heave learned 
comething. 

THE CHAIRMAN: I think we appreciate your 
point Mr. Meltabarger. Now I just want to ask Mr. Halverson 
one question and gentlemen you will forgive me if I ask you 
to defer any cross-examination arising out of this question 


because we propose to hear Dr. Frey. 


si MR. HALVERSON recalled: 


C TH CHAT RMAN : I would like to ask you before 
Hr. Frey goes back on the stand and you may be further 
examined’upon it at a later time. But if you will please 
Jie, consider this, . You. said aoe dealer margin wes in your 
Opinion reesonable «nd proper for the cities of Calgary 
and Hdmonton? 

A Yes. 

Q Tt want you to tell us shortly, if you will please, What you 
Gonsider the position with respect to the other points to 
be served by your company in this Provim e? 

A Our views On thet are not quite so definite. There ere 
very small hamlets and there are towns thet are larger. I 
would say anything up to 6¢ would not be excessive, consider- 
Pie se ik Lie. Le chores. 


In what places? 


ED) 


A A 6¢ mergin at pleces like ~ well sey 5S¢ for e town like 
Red Deer should be sufficient end Drumheller whereas you 


go down the scale and it might be 6¢ and thet was suf- 
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E. Hrlverson 


ficient for most all points except under extraordinary 
conditions. I did not mske it very cleer when I was on 
the stand before thet I consider from the standpoint of 
the dealer 4=¢ is rerlly the minimum he hed to have. I 
consider o¢ the me ximum and so under present conditions 
we recommend 44¢ es the minimum and in no disparaging wey 
we Say S¢ as being the maximum. I just want to clear up 
thet point. 

I understand you. Now you think 4¢ is not enough? 

J dG not, 

That 4¢¢ I do not remember your language, but 44¢ should 
be adequate for the cities of Edmonton and Calgary? 
Thetis right. 

And Se for places like Red Deer ‘end Drumheller? 

yas: 

And places of comparable size? 

yes, 

And from there graduate upward to a maximum of 6¢? 

Yes. 

In the smaller hanlets? 

Yes with some exceptions perhaps in the far away places 
but ¢g should be the practicel maximum. _ 


—— 
All Trent. I want to bée clear on that’ » Thenkeyow very 


DEC. 

You ere welcome. 

WR. FRA LOY: Mr. Cottle has a short 
statement to make in answer to the question Mr. Harvie 
reised as to the percentage of third structure gasoline 
sold by Imperial. 

MR. COTTLE: The question was the extent 


+o which discounts were in effect prior to July. In Mr. 
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Halverson's brief, Exhibit 315, page 14, it is stated 

that the valume of sales of Acto gesoline at points where 
competitive allowances were made was 3,154,845 gallons 

and the average discount per gallon on that gallonage 

was 1.57¢; and that worked out to an average on all Acto 
gasoline of .77¢. The total €allonege of Acto gasoline 

is given on page 15 of the same brief and this shows as 
6,780,025 gallons. So thet approximately something 

Slightly under 50% of the total Acto gasoline moved prior 

to July at the compstitive allowance range, so as to give 

an average of 1.57¢. It therefore may be said that although 
the normal differential at that time between third structure 
and Q brand was 2s¢ the average differential at that time 
was 4.27¢. Now in July the base price on third structure 
wes reducec lg which extended the differential to 33 

over the entire area with the continuance of the competitive 
discount but to a much lesser extent. What the extent of 


the present sompetitive allowance is I do not know, 


DR. J. W. FREY recalled, by 
MR. FRAWLEY: Now Dr. Frey I thought we 
stepped you down for a few minutes but it has been a long 
| time. You have now a complete understanding of all of the 
points you want to enable you to discuss differentials be- 
tween products have you? You certainly have as much as we 
can obtain for you. 
A tT think IT have all the base that is necessary. 
Q Will you tell the Commissioners whet you think about these 
differentials, just everything you have to say about it? 
A T made the fundamental statement yesterday «nd I em going 


to stay close to it. Thet is that the principle governing 
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differentials is largely determined by the questions 

of the drainage. In economics we study Gresham's Law 

in the matter of money and we know that b-4 money drives 

cut good money. The same general principles apply in 

the merchandising of products which bear relationship to 

each other, The best way to lose your good gallonage is 

to increese the differential between it and the next inferior 
product end create thereby what constitutes a bargain price. 

It is my feeling thet there wes a differential here actually 

in effect as indicated by the statement thet Mr. Cottle just 

made, 50% of the gasoline moved at a competitive allowance 

which increased the average differential materially. But 

in thet situation the middle grade product was suffering 

at the expense of the lower grade product. It seems to me 

it is also important thet there is a difference from time 

to*time-in the relationship thet these things besr to 

each other. In the United States third grade did not come 

inean thevwaey it did vhereriny Aipertea, vathird) grads. siracture 

moved into the American marketing largely as a result of 

strong competition from skimming plants who were getting 

low price crude oil in some way or another. In order to 
meet that type of competition thes marketers introducec 

third structure. To a very large extent the skimming plant 

operation has been reduced by the fact that crude oll prices 

have tended to be stabilized to a certain extent. They are 

not completely stabilized even now but they have tended to 

stabilize and except for Illinois there is not a great deal 
reo, Crude ail noes below posted prices. There is some but 

not an enormous amount. There have been times when enormous 

amounts moved under the posted price. The other thing is 

that these companies that developed sufficient business acumen 


and finance to stay on in the picture have gone over to 


= 
a 


wed oimadaee enue we, ae begun ra fr et 
Bevick wero “ sau, vod ee bite eathow. to Rattan Bie Bi 
at Ghage aa tatey bey. Dens ee, ite. ay “pease hogs dio 


& 7 
ae tiene btelen neigh oasis get aubivie “Rey ‘a8 kad. PAGS ek wee i 


ai sxomalies booq. any wael ce ye deed aa? : site a, 


F om Er oi * A : fe PR) ie é i a ey 
cae is co LE. PEEL Gehte Teihe ot pyented tacirerat Tae 68g SHSSRR = ay 
% ot ess gore, Ajecdle 5 “OY epee ine - Pa asege gy Suite ahs es Teed a oer ¥ = _ s UJ 
pe aaah. CRF Sed Pp ROIS foge! veered atnere bus Fe ished 
' 7] 


west Leimert Gk 6 oy sete Sete och eee i et ap.) 


Bi Ch ee ey eee oe ae TN Seen Fos ae 6 Cee, ee oes i) Bick en eee 
ait Sees Cl meee 4 2S bere Hebeces: 2pa te wee ¥ 84 om 
‘ t noe . “ae oo ARs ahs Bee Tc Sy Sey ie ete he oh Rd i a ek ei aoe ir ses fla, Fe os ahs 2 : 
Plahdsa vi ant tee ea ok De ae aes LG eae Bat as ers ee ps Aw 
5 exis f 3 ay lene rey ark yr Pte ees ru psa oe 4 
fete ‘he Tenors okay Ack Sikes! eae Highs wit Far ain ge it 
: 
oe : vege Oat ety oo Fae or eee Pepe 
; agen. Fi petsebotw.s of Gi’ lO etre Bal te 
a * ” $s ef oi by ft ’ 
foe tS gee ee zt gue Ge? Men csnEe: Ge potter. 
ae ¥ ' ‘ oe i A ec ee Sepia pare 
i : Hit quidemebr hep ot ate Gare. op 
Ce ¥ a3 Sa - ea "7 F ee, os 34. 8 ie ee By > = Swe r 
eee Ud eeea es ads cue Wan eo Pigs setae: Pah? are? SI? Fs .te8 ae eae 
3 rsh a m sy ow met oi . 
ps. eam. Be erent hep Sp a ddé cee ot 
ie isa? 1B ae, Willey! cettassles qi eee in ee Sie 
Se Be tate ee Rs. MR aa Gc ce ar Ge HEC 2 ou Diaby sata: Oe re ema Pure fae x iy LY 
ies Wi See 5 Seiad “Pe ve ee ee Pere tat awe ae ena é : cat vol) eae Cit) vse ror t 
Fog et ary -] ue ae yt oY +a i: ca? aoe 4 Sea he hy Me 2) eee h bd r PePiaoG “ite re 
» “ a ee Oe ae ee eee = > -. ce i ca ey oe as 
oie coh J3L. - ZOE ea eae edie th te eters Sette Wart 
ECE oeoy cure ! iw A a x 3 pays 
% = cal . Fae pl as ee Be > iatgts: ' aS a 7 ie) 4 | a a San 
Vea nod Shy be Oe Mey eer te ae ele ae aye tu saaielil ens Secon Ak ores P= 
eae 2% Phy Lees. GRR Dae A ees T f rey i ae 7) (orgies a Poe eae 
cee BW. <P. Oey han eck ‘fn dei RE. : ce ¢ . “ ss : 
mee Te hina Chet roa RR’ we Bete” MAST ent ga riiegbs ; 
. ; ; : 
r iy i ae wh 
‘. ro ea tn sate eet wl 
awe We tints eee gi: Bis ius ott? oft habidl ii 
‘ - . 
ae 7 


oe Diener) ered yet rae, et tone paenebtenit: egy 
dest: $e ne poa sales eet sot ane: ioe est 
. Cheeta: 6 hese’: a 
© patitemotone: Paerer rs # a NS Ta 
| oat not wedi wt? Estes 93 


CMe 


~ 14,745 - 


cracking and that has taken a considerable of the third -* 
grade product off of the distress market. The result 

is that the differentiaishave narrowed and in most parts 

of the country where third grade is sold at all there is 

a relatively narrow ai Pearse et between regular and third. 
Rut when thet differentiel increases the lower priced pro- 
duct steals the business. I do not mean thet word steal 
in a vicious way. I simply say thet there is a trend from 
The petterrproduet to the poor product. Experience in thet 
metter hes indicated there are certein practical limits for 
differentials. Studies thet have been made in one part of 
the country or another have indicated that rather closely. 
Now here the relationship of third to reguler structure has 
developed in enother way. Third structure, if I am correct 
in interpreting the situetion, was not introduced as a 
competitive material. It came as a consequence of the 
peculiarities of the Turner Valley development. 

THE CHAIRMAN: well I think we will adjourn. 


@éAt this stage the herring was adjourned to 2.00 P.M.) 
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MR. FRA'LSY: Mr. Halverson has handed 
me Some additional information on this question of differ- 
entials which he suggests, and we agrees, should bo before 
Dr. Frey, so we will handle it by having Mr. Cottle put it 
into the record, complementary to the statement he made 
this morning of the same sort. 
| MR. COTTA: You will recall TI said 
this morning that prior to July of this year the volume 
of products which moved in the sub-normal area, at least 
the volume of Third £tructure which moved in the sub- 
normal area was 3,154,845 gallons out of a total provincial 
| gallonage of 6,780,025 gallons; in other words, 465% of 
\ the total gallonage at that time moved at the normal 
differential of 2% cents; the balance moving at an 
average differential of 4.07 cents, making the average 
differential for the entire province on third structure 


OL (en ‘Cents. 


Since that izém a 


pc eh CS 


reduction of 1 cent in the base price has been made on 
Third Structure which, until yesterdey morning, increased 
the differential in the normal territory from 2% cent to 


+ cents and decreased the area in which special allowances 


ee aaa 


were made. 

The present situation is 
that of a total volume of 6,760, 000 gallons, 1,731,342 
gallons is rete ee to. move at sub-normnl prices, which 
averages 1.07 cents per gallon; the balance of the 


products is atpempt ing to move at a differential of 33 


cents per gallon, so that the average differential at 
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the moment on the total gallonage is 3.77 cents per gallon 
and the proportion of products which now move at competitive 
discounts is 253% and the area in which these present allow- 
ances apply, Mr. Halverson informs me, is from Lethbridge 
south to the border and a very restricted area contiguous 
to Calgary, whereas formerly the area was from Red Deer 
right south to the border. 
\ 

DR. JOHN i. FREY, having 
been recelled, examined by Mr. Frawley, said: 
Now, Dr..Frey, you began to discuss differentials. Will 
you just continue please? 
I-was discussing the difference in the development of 
Third Structure in the United States and in Saglgarv or 
in Alberta and said that the development of third structure 
gasoline here Was caused by, to a large extent, by the 


ield; that field 


ua) 


developments of the Turner Valley 
developed as I understand it initially as a compensate 
field, quite a long time before crude oil was struck and 
as a consequence cf the development of this natural gasvuline 
or the high compensate, there was an initial competition 
on these: low-grade products; there were very teres 
quantities of high volatie products available and from what 
I have read in the evidence and what has been told to me, 
it‘appears that that material had to take a market regardless 
of the refinery sitvation. 

after that went along for 
a few years it appeared that there was some stabilizing 
effects in the price of that product by reason of the 


decrease in the quantity of it available. Now there is 
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a natural market in Alberta for a considerable quantity of 
relatively low-grade fuel. some of that was supplied by 
the development of a tractor fuel which has since been some- 
What displaced by a better grade of fuel, so-called Third 
Structuree 

The problem initially then 
it seems to me was one of having @ great volume in proportion 
to the demand of volatile, high volatile materinis and they 
just had to be disposed of. Low that meant that it was quite 
impossible with refined products to go down close to the 
level of those volatiles and there, in consequence developed 
apparently a considerable differential between these high 
volatile products and the refinery gasoline which had been 
leaded. 

The situation however is 
changing and by improvements in the refineries of Alberta 
it seems as though in the immediate future there should be 
a considerably larger proportion of regular structure 
gasoline available at what Dr. Brown called economies. 

Now the main point that f 
have to make is that while there still is a considerable 
demand for Third Structure by resson of the mechanism 
through which it is being used as a power, nevertheless a 
too wide differential between the price of that product 
ameund better guality refinery product, strips the 
refinery product of some of its market and for that 
aos it is necessary, as a cold business proposition, 
to meet that Third Grade competition by reducing the 
areeenemeear in the regular and the Kthyl in order that 


there be a better average return on marketing. acetate 
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very considerable inerease in Third took place it would 

act adversely on the rest of the marketing picture, so 

that looking at it from the standpoint of price, the 

price on regular and iHthyl cannot be too high with respect 

to the price of Third or there will be a loss to the Third 
and the Third is the product on which the price is determined 
by very active competition, not only among the operators 
immediatcly concerned in Alberta but also to those who are 
just across the line in Montana. 

I think that covers my 
general feelings about the situation. Is there anything 
else that you wish me to answer? 

Q Well is it your opinion that, disregarding yesterday's change, 
is it your opinion that there is tco large a differential 
between "Q" and Third? 

A Disregarding the change which took place and comsidering the 
condition as of a week ago let us Saye 

Q Yes? 

It seemed to me that there was too much differential between 
regular and Third or let us say, the higher products, "Q" 
and Ethyl, and Third, for those products, to take that 

part of the market to which they seem to be entitled. : 

Q Now are you of the opinion that Third is about where it | 
should be competitively? 

A I do not see how it is possible for Third to be any lower 
than it is under the present compotitive situation. I 
would say that it could be lower than it is at some other 
time or it might be higher than it is but under the 


present competitive situation it seems to me that Third 


Grade is very close to rock bottom, 
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Yes, [I just want to interrupt my ¢c ross-examination for a 
moment » I want Mr. Cottle, he has had time to make a 
Short table of what these differentials are between Third 
and "a" and I think it would be useful to have it read 

into the record, that is the calealation which he has. 

MR. COPTLE: Prior to the price chane 
in July, as I said, the normal differential was 2% cents 
and the sub-normal differential averaged over ail gallonage 
was »77 cents so that the average differential in the 

whole nrc: Was 3.27 cents; the cffuct of the price change 
on July 24th, 1939, was to increase the differential on 

the normal grea to 3.5 cents and the average of the sub- 
normal discounts was 27 cents, giving a total differential 
of 3.77 conts, so that the net cffect of the price change 
on July 24th was to inerease the Third Structure differential 
by ono-half a cent. 

The price change on October 
25th, yestorday, had the effect of reducing that differential 
by 4 a cont, so that I would conclude from what I have before 
me that the Third Structure differential today is the same 
as it was immedietely prior to duly 24th. I thought you 
should just have that in mind, Dr. Frey. 

WITNESS: That was practically the 
conclusion that I came to as a result of the figures which 
were given this morning, that it was just about the same 


place as it was before that. 


MR. FRAWLEY: Before that change in 

July? 

Yes. 

MR. COTTLE: When you were here in June? 
YesSe 
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Dre Je We. Frey 

Q MR. FRAWLEY: I will come back to that 
in a moment, but you told me a moment ago that the Third 
Structure was about where it had to be competitively now? 

A YeSe 

@ and you said your opinion was, I amstill dealing with the 
situation before yesterday, that there was too great a 
differential between "Q" and Third? 

A YeSe 

Q 4nd that is exactly the same as saying in yomwr opinion that) 
"Q" was too high? : 

A Tp terms of price "Q" was too, high, \\ 

Q Now something happened yesterday that Mr. Cottle has just 
described, which has brought the differential, the average 
differential back to where it was prior to the 24th of 
July last. Will you give the Commissioners the benefit 
of your views as to the adequacy of the reductions made 
yesterday in the light of Mr. Cottle's figures? 

A To me any price change is experimental. 

Q What was it in June last, you had an opinion in June on 
this question, prior to the July change? 

A No, I did not form a judgment at that time. TI have since, 
I do not remember just exactly what the situation was in 
JUNC. 

Q Well Mr. Cottle now tells me it was the same average 
differential in June as it has been brought back to by 
yesterday's changes? 

4 YeSe 
Well now, you have that, did you have a view in June? 

A I didn't come to a conclusion in June; in discussing 


this matter or a determination of what were the differentials 
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we were considering the situation Be of June but I did 

not come to that conclusion in June. 

Well now, coming back to my guestion of a moment ago, 

then what is your opinion as to the adequacy, or can you 
sayas to the adequacy of Mr. Halverson's reduction of 
yesterday? 

I would say that the reduction is cxparimcnt:1 gnd woaether 
it will be, whether it will produce the results anticipated 
remains to be seene It may be sufficient. Lf ites 

not sufficient then qg further reduction will be in order 
DUe UnTiL it is possible to calculate the effect of it 

I would say that one cannct determine whether it is 
adequate or inadequate. It is an experimeant in the right| 
cirection- 

Now when you did form your opinion, Dr. Frey, was it an 
opinion which rolated back to the period prior to the 

24th of July? 

I do not quite understand your que stione 

I mean, you did have an opinion that the differential was 
too wide? 

No. 

THE CHAIRMAT: fA week ago? 

A week agoe 

MR. FRAWLEY: --YeSs =: Now did that relate 
back to the period prior to the 24th of July; the figures 
you were studying, I mean? 

The figures IT was studying related to the 3% cents different- 
ialo 

The 3g cents differential, I seee Well now we have some 


change made as of yesterday and are you able to say, I am 
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just asking you the question again, as tc whether or not 
that is adequaté and sufficient or are you simply ina 
position thet you do not know? 

I am assuming a position that I do not know. I am assuming 
the position that the 34 cents was too much but what is the 
correct, I do hot know. One would have to have some 
history on the effects of differentials to arrive ata 
thoroughly sound conelusion. If this involved an area over 
which we had a long differential history I would be in a 
better position to judge whether it was adequate or inadequate. 
I would say from my experience down home that if I saw certain 
differentials developing in specified areas which I know the 
differential history of, that I could pretty well calculate 
what the conseguenees would be and how much of a differential 
Change would be necessary to bring about the desired results 
but here I will nave to admit that I do not have enough 
knowledge concerning differential history to say whethor it 
ig adegiate or inadequate; it only seemed to me that it 
was proof positive from the figures that there was e large 
gallonage involved in this shift and that by the narrowing 
of the differential that the Third Structure should not 

take as much business as it was. 

Yes. In other words, as’ I°understand it, you are, regerding 
this from the inside? 

I am regarding this as though I were an advisor to the 
Companye 

Yes? 

If I were an advisor to the company and if I saw a Third 


Grede gaining at the expense of regular I would advise that 
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Q For the good of the company and its gallonage? 

A That is right. 

Q You are not looking at it directly at least from the stand- 
point of the public and the consumer price? 

A I am not looking at it at all from the standpoint of whether 
that is, that price to the consumor is raisod or lowerede 
I am looking at it entirely from the standpoint of the 
economics of the prices and I am not considering either 
the question of profits. I am only considering what 
the effect or the differential is upon the movement of 
gallonsage from che product to another. 

Q And that is the effect that that movement of gallonage is i 
having upon the internal economies of the company? | 

A Yes, of the Industry because it must apply to more than { 
one company. 

Q Yes, and that might be without end that is, now I do not 
want to be unfair about it, but that is then in quite 
disregard of the interests of the public? 

A I am not making that statement because I think the public 
should get the lower price on regular or gthyl, I am 
making it simply becsuse the marketing costs cannot be 
kept down if these premium products get into a subservient 
position to the Third Structure. 

Q Well why was the Imperial able to go on msintaining this / 
price which in vour view was out of Line if it was not | 
because of their strong financial position as a result \ 


of their profits? \ 
/ 
¢ 


A That is a matter of their own judgment, why they went along 


without making the change beforee I really cannot say 
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de W. Frey 


how their minds happened to work on it. I am telling you 
how my mind worked (o) ae ry 

But in your opinion that drainage should not have gone on 
for the time it did? 

That is right. I think the drainage should have besn stopped 
earlier, although they might be able to say thet it was not 
physically possible, that the time had not arrived. Lao 
not know what tneir reason is. 

Well is it not at least possible that the, that une of the 
reasons why it went on, was that they were able to carry it 
on because of the net result of getting a higher price for 
"Q" than they should have got, even although they got a lower 
prices for the Third, 4 cents lower for the Third? 

Yes, but if they took more and more business on Third, on 
which there was a narrowing margin, they would be cutting 
in om the averege, on the over all profite 

Yes I know, but I am only suggesting that that may have 
been the reason why they did not wake up sooner than they 
did to the drainage, and the effoct of it, because they 
were able to get a larger price for "Q" although it was on 
a smaller and a smaller decrease in gallonage but the price 
being higher was doing the job of balancing it for them 
notwithstanding the longor differentials down to Third? 
Well, all I really know about it is what is already on the 
record from Mr. Halversone as to why they did it, now he 
did not say why they did not do it before but he did say 
why they did do it now. 

Yes? 

Now I have seen that kind of condition exist down home at 


many times. Perhaps there was a hope that this compstitive 
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Situation would not forces them to reduce that differential. 
They may have had such a hope. You find that in price 
conditions down nome, I have seen time after time whore 

the answer to a depressing price situation has been longer 
and longer margins or differentials, until it was a complete 


absurdity in terms of the result. 
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For instence our third structure I feel now is more than 
weapon, Originally it was very definitely a competitive 
weapon, @ sort of stop-gap in many instances to prevent 
the effect from being felt on regular. and premiumg. 

But I feel thet that period has pretty well renee aaee 
resson of the chenge in the quality. It is my own point 
of view that it is absurd to try to meet competition say 

in 70 octane gasoline with 58. They affect each other 

but they effect each other through the differential and 
Mier ere sal) aCvisor ot 8 company and'I saw that third 
structure was going down right along I would not keep my 
regular structure up to tie point where 1 was creating 
etsurtd cgitierenvisls that would crew more 2c. more pus— 
Mess Go vie Anterior product. 

Now Dr. Frey I just want to know whether or not you think 
the suggestion I made to you is not one that might very 
well have been the guiding principle f 

Would you repeat thet? 

That they were making money, enough money on Q that not with- 
standing the decrease, the gredual decreese in gallonage 
because of the high price of Q.- because of-the high price 
and not withstending the decressing gallonage they were 
making mough money on Q that they were insensible to the 
drainage for ae longer period than you think they should 
have been? 

May I modify the stetement a little bit. I do not suppose 
they were insensible to it but they were callous Urs elo ae as 
And they were able to be callous because of the situation 
as I have suggested? 

bh soy  L.-dO) Not know the facts but that is a possibility. 


You ssid there were some studies haa been made indicating 
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Dr. J. W. Frey- 
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Sheesh 


the nature and extent of the differentials in your country. 
Would you be able to direct us to those studies? 

I think that the most interesting study that hes ever been 
made of differentials was made by the same Mr. Swensrud thet 
I quoted from the other day. Icannot recite chapter and 
yerse but I know thet they appeered in the quarterly review 
of the Harvard School of Business between 1930 and 1933. 

Mr. Swensrud at thet time was with the Standard Oil Company 
of Ohio. He had only joined it a relatively short time 
before and he was very much concerned about this differential 
problem. It was one of the Standard of Ohiots real problems 


and it may seem queer that he selected an erea remote from 


his own marketing erea to make the study. But there wes more 


experience in Californie than there weeeae Ohio end the’ resuit 
was thet he and several of his men went to California and made 
a study there of price differentials their movement and ef- 
fect on gallonage. They are very interesting studies and 

they point out very conclusively, at least conclusive as far 
as Ll am concerned that the trend: is if the differentials be- 
come too wide the lower grade product tekes the business from 
the better product. 

Did Mr. Swensrud come to any conclusion as to what the normal 
differential was in the area he studied? 

Yes te Gide | do not like to trust. my) memory over thet Long 

B Period but you cen check on that end 1 think that fis eon- 
Givieion was that if av differential exceeded 49, in Calirornia 
thet is between regular and third structure, that the drain- 


age was very very rapid. Thet the effect was noticeable from 


ws 


lee up end at 34¢ the third structure just scooped the 
regular. These were on U.S. gallons of course and these are 


California conditions end the transrer of the California 
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situation to Alberta is Not logical. 

MR. NOLAN: Beg pardon, May I interrupt 

fo ask Dr. Frey or Mr. Frawley to put on the record the 
octane of the third grade gasoline in California that 

this gentleman was discussing. 

Yes it is a relatively high octane, shout 60 octane, 

60 to 62 octane for third structure as against 74 regular. 
MR. HARVIE: It must be an entirely dif- 
PSrént proposition? 

Yes. Ido not see there is any trensfer at all except.of 
the one principle thet the lower grede product when that 
differentiel product becomes too wide drains the business 
trom whe better product. 

Then should there be a ersater differential, is thet just-— 
ified with the greater variant in octene between the two 
products? 

It beg your pardon, I do not understand. 

Would a greater differential be justified in products with 
greater difference in octane. In other words would a4 greater 
differentiel be justified between 50 and 70 than between \) 
60 and 70 products? | 

I think so. \ 
MR. CAMPBELL} Do I get you correctly cane 

@ change in the, or 6 reduction in the price of Q or Ethyl 
anne not necessarily mean a reduced price to the consumers 
as e whole? To the consumers as e whole the price might 

be A by a reduction in price of one particuler grade 
of gasoline? 

Oh I see what you mean. In the total number of gallons sold 


thet the more gallons will be sold st a slightly higher price, 


2 Yes. 


& 
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AS @& consequentve of the shift? 

ee. 

Yes I agree with that. 

Then it is simply a question of getting perhaps a greater 
net :seturn from the most economical processing of a barrel 
of crude oil than to the marketing demand end wk t you 

are attempting to do by the change of price is to increase 
the demand by, the consumers demand by e change in prices? 
yer. 

That is exactly what you ere trying to do? 

J MoM sare Uv icee WS sae 

And in the result the refinery might get an increased net 
back by a decreased price in one grede. If you lessen 

the spread between third and Q and increasing the use 

of the higher priced gasoline you would increase the total 
net return to the refinery? 

thee 18 possible yes. 

MR. FRAWLZEY: Dr. Frey 1 just wondered 
whet you were using in your mind es the octane number of 
the Alberta third structure gasoline. 

IT was not concerned ebout the octane number. I was only 
concerned with the effect. 


Mr. Hervie was putting it to you that you ought to hseve 


in mind thet the octsne number of the Celifornia gasolines 
wes high and therefore it rather threw out of consistency 
any adoption of the differentiels which Mr. Swensrud arrived 
ao ot Celi. OT oP 
I would. not urge at all thet there is any validity in 
transferring Mr. Swensrud’s findings from California to 
Alberta, except the general principles. 
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A But that as fer as figures ere involved they do not 
mean @ thing because they cover the situation in California 
and not here and that is the reason I said I could not tell 
whether this was an adequate or inadequate reduction in 
differentiel because we do not have enough differential 
History. 
Q Then I am quite prepared to accept that but I fear both 
my friend Mr. Nolan and Mr. Harvie were seeking to 
impress upon you the fact that our third structure gasoline 
wes something that had prectically no octane number at 
all and therefore your California compsrisons were of no 
value and Il want to call your attention to the fact that 
the B. A. specifications show the third structure gasoline 
Nae a minimum of 56 end a maximum of S8.coctvane. 
A Thet is a lower product. ‘Yaking the Standard of Indianna 
ferritory es_an exemple. Just a couple of years ago 5a 
ho oo .wes spenderd octane for third structures. (bt is 


not now,it is higher than thet. 


Q QOectanes ere probably highsr all through in the Unite 
States? 
A T am not going to sey that because if that wes the case 


fret ie, 2, 0 Of SS or any other figure in Ualifornia 

tiet thet Tieure as such is applicable to Alberta. T 

do not know whether it is. Jt might be thet it is, It 
might not be. But 1 do sey thet there 1s evidence tere 

ier there was @ large amount of sub-normal businees in 
third and thet there was a large business being taken by 
third thet seemed to be legitimate business for regular 

and thet if differentials do not bear a reasonable relation- 
ship to value then very much goes from the better product 


to the lower product. 
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J. W. Frey 


Now there are two other matters, only three or four 


altogether. What are your views on the vexed question 


of the free berrels? 


THE CHATRVAN: Mr. Frawley before we leave 
that I wonder if we should not explore another consideration 
and thet is -- 

Dr. Frey, have you been doing this es you heve said, entirely 
from the stendpoint of what is sound business for any company 
snd I take it thet running through ell the evidence thet 

you have given lies this thought thet I went to be clear 
about, that free competition should teke care of the public? 
Except under the limitetions which I mentioned the other 

dey. After all whet is good business is for the best in- 
terest of the public providing the conditions which I men- 
tioned. the other day co not obtain. 

Quite so. And so when you consider what the price of 


gesoline or eny other petroleum product should be you eat 


= 


no time, for reasons which you gave, approech it from the 
standpoint of whet the public should pay, because the 
public.should vay exactly what those who ere in competition 
can extract. from the public. I use the word extract not in 
any offensive sense. 

IT am not considering whet the public should pay in any ab- 
stract sort of way. It seems to mse thet if we try to con- 
sider whet the public should pay we sre dealing with a : 
highly subjective problem end if I may repeat one that is 
highly involved in the psychological movement of the individ? 
ual of what value is. 

Yes. 

Now there are various theories of values end I do not 


want to enter into eny economic discussion of velue theories. 
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Dr.’ a. W. Prey 


Beceuse I covered as a student, when I was studying value 
therries in the particular seminar in which I happend to be, 
in which there was a discussion for six weeks on the subject 
cf values. We decided at the end of six weeks we had better 
go on to something else. es Ter as I am concerned, ve lie ‘can 
be reduced in the final analysis to plessure factors, psycho- 
logicel fectors, human emotions. Certainly there is no 

such thing in the ordinary products used by people, there 

ie no SUC muineg as antrinsic ve lue. We often used to 


think there was intrinsic velue in gold but most of us now 


know thet that is perfect nonsense. There is no such thing 
as intrinsic value even to gold. The whole question of 


values involves ratiocination relativity of thought 

end research and that is still unproductive of getting into 
the question of whet the value of a thing should be and that 
is what we would have to consider if we considered what the 
Olite Cle Totnes Should be To The public. Then we are 
immedietely thrown back into the more circular reasoning 

end that 1s whet constitutes the real price in terms of 

real wages. We are just off on the longest and most 
impossible type of speculation that I know of when we get 


a 


there. So I have tried to confine my attention to the | 
very precticel limits of what does competition do in the 
wey of meking prices. 


Yes? 


With the assumption that with the exceptions thet I have 
mentioned that om moetitdon will force prices on the down 


trend es a mule. 


All right. I understand the difficulties to which you have 


pointed and that would arise in connection with any discussion 
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on value. In fact I think one of the economists in 

your country seys there is no such thing as value . 

But the point I went to make, if it be ea point, that I 
think your evidence depends upon is that so fer as the 
public are concerned, now, in respect of matters that 

may be considered necessary there is not much play about 
luxuries, but when a men wants bread it is not just 
psychological, it is physiologicel. He has got to have 

Eo OFlodie. 

Yes. 

And whet applies to bread perhaps in a lesser measure“or™ 
applies to gasoline. It is pretty well today out of the 
luxury class dontt you think? 

i Mery cecigedly think LG LS Out Of the Luxury class. 
All Tights. Putting 1% into the class of bread, it is 
eae necessity and human beings must heve gasoline. All 
rient. They must have gasoline if they are not people 
who can say, "We will do without it unless the price is 
good enough, because they must have its We accept the 
premise then as people must cat so must they have gasoline. 
Then they have got to get it. They have to pay for it 
exactly whet they must needs pay in order to get it? 

Yes. 

Thet fer we can go without getting into abstractions about 
value? 

Yes 

How is thet then determined as to what they have to pay 
for necessities. If 1 follow your evidence aright it is 
determined by the laws of competition? 

Yes (oi0, 


If I understand you aright as to what are those rules of 
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competition, they are governed by exectly how much 
cen you get in the light of what our neighbors will 
Jo Im weir eifort to: get? 

A Yes Sir, plus one other factor, how far can we go in 
meeting our neighbors without going broke. 


a 


uxactly. So thet if you put the public on the one hand 


O 


who must have the necessities of life and you put on the 
other side those who provide those necessities of life, 
the only protection thet the one who must have the thing 
gets is the most that anybody, any supplier can get from 
him, subject to the brakes imposed by the greed of one 


who is also supplying? 


A Yes. 


We are right down to that? 


Mier tiet being so is it not important) since there is 
Pa 

every possibility of the individual greed continuing 

to be oa aia reason in the Industry may leave, 


it to uniformity of effort? 


A No Sir uniformity of effort is stagnation and defeat cf 
competition, 
Q Yes but to the extent that there is any uniformity to the \ 


extent thet it may be good business to have uniformity, { 
the public is helpless, 
A I should say thet if it were decided th:t competition is 
of such a vicious nature thet it must be protect:d against 
itself, thet there are extreme conditions under which the 
State would be justified in Cpe dak, and setting the 
rules of the game. If we are interested in the @nsumer, 
who is the person who uses this necessity then we are to 


ellow competition to go to the point where it becomes im- 
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possible before we interfere with it. 


Q Yeu. 
A That is impossible for the competitors. 
Q My thought is this and I am perhaps not putting it well 


por Gileerly. But it is this, that just as surely as there 

is an Industry supplying gasoline and other petroleum products 
in order thet it may continue in being there must be people 
bUygINe AB? 


A Yes. 


Pe encegeereneminernn sand st { 
Q And that consumers are just as much interested in the petrol. 


f 
eum industry as the vendors of it? 1 | 


A (Mey sould be [ should think. 
Q And perhaps the time has come when they should have some 
sey-ebout it, since they keep it going. In short is it 
right. that the principles should remain thet all of those 
who must have something thet they should pay all thet this 
industry cen get from them. Is there nothing, no means 


for those people who must heve that thing to have a simgle 


word about what they will pay? 


WA 


T would go so far as to state that the competitive system 

in Alberta is so inteng thet there is no possibility of 

a consumer paying more than any other consumers in North 
america, in considering the geography under which they live. 


There is no evidence thet I know of that extortionat profits 


are being made and the onsumer is not in the hands of any 


oe a 


one comnany, end no one company is making so much money that 


~ a 
we hl 


nnn iste 


ave eny fear ei ae consumer in Alberta. I tain the 
a ere getting a product of a higher grade then they 
used. to end the profit tothe. companiés opereting thet ins 
dicates thet there is no extortion being practiced by those 


who ere engaged in the Industrye _ 
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Well now I shell read - what I have been saying to you 

I have been leading up to put*ing to you the views of 

of this man whom I referred to this morning. You may 

know him? 

I am personally acquainted with him. 

Viyron W. Watkins. 

yes I am personally acquainted with him and I know his 

DOO Asp uliror rrore, imciden tally, 

AVSeeyOUPStrerring “10 his discussion of the Vaw ol steerer — 
ation in America? 

Yes Sir, 

And the discussion of the N.R.A? 

Yeo Gite. 2 Nave critiebsec thet personel ly im every ‘peace. 

I expect you know more ebout the N.R.A. than he does? 

L wertainly do. 

I have not any thought of reading to you what he has had 

GO say abou the N.R.A. but there was a paragraph here 

that seems to have nothing in particular to do with the 
N.R.A. bUt is a generalization upon which 1 would like your 
views. I would like to know whether you adopt them as your 
own or whether you reject them in whole or in part. The 
euthor in concluding his book said this,“ An enduring 
Steviliiy Of the petroleum industry will not be realized, 
however, it is safe to venture, until there is effected a 
reorganization of its erode And oy This is tO Dejunder= 


stood neither a demission of the power and influence of the 


major companies which todey lergely dominate the industry nor 


Their elevation 7O a still more privileged end ‘potent pos- 
ition reletive to the intractable elements which now comprom- 
Pees cou trow. end Gusiruch *Sbevilizetion’ ,) The pattern of 


industriel control must be one which édmits to a share in 
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responsibility for the rormulation of the besic policies 
governing actual operations representative of vital inter- 
ests now excluded from participation in policy formetion. 
The interests of lebor and of the consumer are such interests. 
They may not alone constitute the public interest, but 

the public interest is certainly not essentially, i.e. 
qualitetively, different from them. In no just sense can 
the vested interests of business enterprise be considered 
paramount to these economically disfranchised interests 

and thus entitled to exclusive exercise of the privilege 

OL control. Ine eonservetion of S045 tion e Ssopoly OF iia 
irreplaceeble naturel resource can never be safely entrust- 
ed to the seif-seeking, shortsighted stratagems of a 
special-interest group -' such as the business men constitute. 
Genuine stability will come only when a scheme or industrial 
COnurol is devigeed, 68 1% Could very readily De devised 
along cooperetive lines, which makes the protection and 
promotion of these other interests, in 6 word, o1-.ne 

public interest, not merely an incidentlal by-product of 
profit making, but at least a coordinate object in the fram- 
ing of policy." What are your views with respect to that 
statement which is quite a way from the criticism of the 
N.R.Ao 

TG LS) not entirely. 

ee NOT. 


Beceuse he was really taking 6 rap at us in writing the 


yes IT am only concerned with what I have read now, isolating 
it entirely from thu N.RA- 

ih the first place 1 think fe hes 6 Leaise concept, of consery+ 
ation and that conservation is e matter of more then labor 


snd consumer . It is everybody. And thet conservation is 
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possible by federal regulation or coordination of State 
regulations in the United States and I think thet Dr. 
Watkins failed to recognize some of the elements in the 
picture, aside from his mistakes of fact. As far as the 
cOnsumer and Labor ars concerned I do not believe that 
there ig anyone in any economy that has not an interest 
in the whole econcmy. To me there is no such thing as 
distinguishing the consumer as a class all by himself. 
He is just part of the unit. We are all consumers in 
asense, We are all producers in a sense. We ere all 
part of the economy. We are all laborers in 4 sense. 
Thererore to me it is utterly ridiculous to separate 
these classes of consumers and producers. All tending 
tO Classirication. The good o10G sangilish habit incidéent- 


ally that I have inherited, to try and classify things. 


(Page 14,770 follows.) 
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That is, one of the biggest contributions of unglish 
thought perhaps is tlt of trying to classify every- 
thing down to the last sub~head. We probabiy got 

some of it from the Germans. Now it does not seem to 
ne that there is any particular value in tearing a 
structure of society to such an extent as to classify 
it down to the lowest man, woman and child as being in 
some particular class because we are all part of that 
society ahd we prosper or we fail according to the 
rises and falls of that society and to me to make an 
artificial distinction as between one class and 
another when we are all in the same game, it just does 
not fit the cese, so I disagree with Dr. Watson quite 
emphatically when he thinks that the consumer and the 
laborer have nothing to say about what is done. Of 
course the laborer very decidedly has something to say 
about what is done and I say too that so far as the oil 
industry of the United States is concerned, that the 
oil industry has a very high record in the matter of 
labour. Probably as good or better than any other in- 
dustry in the United States, both in its hours and 

in its wages and various other provisions that it makes 
for its people. I do not want to say that they are all 
angels, that all the companies are angels but by and 
large the labor situation in our country is very good 
in the oil industry and the laborer also has an op- 
portunity to express itself through the National 

tabor Relations Board which does not give the other 
side of the equation any more consideration than is 


absolutely necessary. ‘the law is so framed. 
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I personally do not 
agree with that principle entirely. I think we are 
all part of, all of us in an industry have something 
to say about it but so far'as the National Labor Re- 
lations Board is concerned, the law is so framed that 
they do not have to consult with the industry as to 
the ultimate result, so that Dr- Watson is talking 
about conditions in the oll industry that do not exist. 

Now so far as the con~ 
Sumer is concerned when we have had a constantly down- 
ward market for 20 years, starting with a price of ap-= 
proximately 24 to 27 cents a gallon at the refinery, 
and we have moved down to a price in the neighbourhood 
of 5 cents a gallon, and you cannot buy distilled water 
in the desert for 5 cents, as common a product as that 
is, it seems to me that his criticism is very badly 
founded; that the oil industry in the United States is 
not returning a large profit and that the biggest kick 
you can make about it is that it is not doing a good 
Jol of conservation and the reason it is not doing a 
good job of conservation is that our laws are not 
framed to that end and I think there is perfect justice 
in criticizing 8 -.scatter-brained eomment like Dr. 
Watson has made there in that paragraph. 

Q > gather you do not agree with him at all? 

A he certainly do not agree with hin and I do not agree with 
MY e Peat eastics man who writes in the same vein.. You 
can find similar statements in iir. Kemis” book "The Re- 
birth of a Monopoly" and I just as thoroughly disagree 


with lir. Kemis as I do with Dr- Watson and both of them 


know it, 
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Q Then you think that emergencies do arises however, 
where these laws of competition, the basis of which 
is profit taking, are not adequate? 

Ai YeSe 

Q are not adequate? 

A Yese 

Q And then governments should step in? 

A Teas 

Q To protect the industry against itself? 

A Yes, I think there are times when it is necessary to 
protect the industry against itself. 

Q But you think that there can be no occasion in which it 


might equaily be desirable to protect the public against 
the industry? 

A No sir, I did not say that. I said quite the opposite, 
that there are times when it is necessary to protect the 
public against the industry and that is in such an event 
as the flight of prices, when the supply is deficient 
with respect to the demand. 


Yes, when the supply is deficient, yes, then the laws 


2 


of competition just do not work? 

mi) They do not work. The law, this thing called the Law of 
Supply and Demand is so glibly talked about as though 
it always worked and as though you could project a 
supply curve on the one hand and a demand curve on the 
other and get an intersecting place at which me could 
determine the pricee The price is not a consequence in 
that way. When we are talking about the Law of Supply 
and Demand and draw °fanoy curves which intersest, we 
are talking about history. We are recording somothing 


which happens but the Law of Supply and Demand is not a 
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law in reality at all because if it were a law like 
physics, you could project the curves and determine 
where the price was going to be within a given state 
of the supply and demand situation but that is impos- 
sible. Wo one can project a curve, showing the supply 
and another curve showing the denand and say tht at 


the meeting of those two lines that we have the price 


~\ 


X; we may have X plus Y or we may have X minus Y. 

There is no real law of supply and demand. It is only 
a glib expression te treat with ae historical fact, 
sohething that occurred in which the supply was this 
and the demand was that and the price was so and so, 
and then we put the price down and draw the line and 
there is the answer but it is after the facts. We can- 
not predicte So that to me to fall back and say that 
all things are the product of the Law of Supply and 
Demand is just utterly ridiculous because there are con- 
ditions under which the supply is completely out of 
balance with respect to the demand in one way or the 
other, in which case there is no bottom on the one hand 
and there is no top on the other. 

If there were a restriction 
ir the amount of free goods called air, air would ul- 
timately become of value,but there is se much of it it 
has no value and consequently there is no so-called Law 
of Supply and Demand of that; on the other hand, the 
thing may be so precious and the quantity of it avail- 
able soe snall that it is impossible to determine what 
the price of it really should be. Some, take for in- 


stance radium, it is hard te say what vadium is worth. 
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There are prices established on it but the quantity of 
radium which is available is so extremely small that 
the question of price is largely academic and at any 
rate it is not competitive and therefore we might just 
as well say it is removed from any influence of the 

Law of Supply and Demand. Now we cannot draw,we cannot 
draw predictions as to the future in price. We cannot 
spot an absolute price in the future, in terms of stat- 
ing it in quantities either of supply or demand and we 
are only talking about the recording of historical 
incidents--~=- 

4nd in the net result the rule of competition will not 
work where there is a scarcity of the article with which 
one is concerned and equally where there is too mueh of 
it? 

Yeé5; that i8 so. 

Then is the time when~-I take it if I understand you 
aright,~-when the Government concerned with all its 
people, which includes those who are making profit out 
of the industry, as well as the consumer, will inter- 
vene at one end or the other? 

Yes, [Lf think it is just as important for the, for that 
particular group, that at the moment may be called 
"producers" to intervene in the event that they are 
being driven out of existence,as it is important for 
those who classify themselves as consumers to complain 
when the other situation seems to obtain. 

Yes? 

And there is somewhere in between which neither one of 
those,-there seems to be an optimum condition under 


which competition can be reasonable. 
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Yes? Now I as one can understand if the product, 
with which one is concerned, be very scarce, there 
being a ary from the public for protection? 

Yes. 

And as I understand your evidence, in your view it is 
right that they should get it? 

Yes. 

&nd where the commodity is so plentiful that the pub- 
lic is getting that commodity at a price which would 
destroy the industry, then it is right that the govern- 
ment of the day concerned, should lend open ears to the 
industry which is being destroyed? 

Yes: 

And protect it by Laws? 

Yes. 

Which are adequate to do so? 


Yese 


4 But that there is that place in between in which you gay 


that no government should intervene, and which I put it 


to you that the only one who hae any say whatever as to  |,. 


ARR be att 
the policies that shall prevail, are those who heChonos 


to get the biggest profit they can out of the consuming 
public; I offer no criticism of that but I say that is 


the fact, is it not? 


That various people interested are getting all that they can 
under the competitive system existing. 
Well they do but in that intervening period, in that 


intervening period where there is no’ great surplus 
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quantity and no great scarcity? 

Yes. 

The only consideration given to the consumer is" how 
much can we sensibly get out of him"? 

Any person, in establisihing a price on which to do 

a large enough business to justify his activity, must 
be sufficiently reasonable in his approach to that 
intended business that he has a.fair chance to par- 
ticipate in it; let us say in any class of industry 
we - more or less, in starting a new business, we ere 
more or less forced to consider who are possible cus-= 
tomers, the customers that there are going to be and 
g.1uge cur prices largely on the possibility of serv- 
ing that public. 

Now take radios. Now I 
know down home there is an instrument called the Se 
The very finest, beautiful instrument with all the 
gadgets which ever were put in a radio and Victroleé 
combined, and the prices started about »750 and the 
average price was around 41100 for this radio. Well 
now that isa privileged class of merchandise. It is 
created fora select few. They are going out for an 
exclusive business. 

Now quite in contrast with 
that type of business, let us take some of the popular 
radios so-called, where just ordinary John Public is 
going to be the customer, a fellow who works for 2% or 
3 dollars a day, something like that, how much has he 
left for to trade with? Granted he is driving a $35 


automobile now». He is the fellow that takes our second- 
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hand cars when we feel swanky enough to go and buy 
another one at £900 or $1,000, he is the fellow that 
steps in and pays perhaps 300 after we have driven 

it for four or five years, and them somebody, a couple 
of years later, gets it for 435; well now then we want 
to get that ©45 automobile man with the radio; to talk 
about meeting that business at $750 or $1,000 for a 
Kapar is just silly; that man could not save enough to 
buy one of those things in a life-time perhaps 80 we 
have to go into an entirely different approach and 
companies have done that. You take people like Philco 
ese imerson and General ilectric aE ge erncescig tl ee and 
Geanaed | and I could name a dozen more, what are they 
doing? They are bringing down the radio so that you 
can buy it for a minimum of $6.50 and it will play and 
receive over quite a range and if you want a little bit 
more expensive one, if you can afford it, you can get 
another one for %9-95 and still that only has a five 
inch speaker, well you have an ambition to have an 
eight inch speaker and you want six tubes instead of 
five, to get a little bit further, then where are you, 
you go up to $14, or $15 and you are in that class and 
now you want to make it a piece of furniture; when you 
want a piece of furniture you buy a console and you 
can get one for $35, »40, $45, $50, ©55 or $60, dif- 
ferent levels. Now that manufacturer, in going after 
that business, was of course trying to get all that he 
could but he was also cutting his cloth, I mean his 
pattern out of the cloth that is ari tobi: 

So that his public would buy it? 


So that his public would buy it. 
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tee LOW Ghee perfeotly? 

Yes, and no manufacturer can hope to get a popular 
market unless he will cut his pattern to fit the cloth 
that is available. 

Now that is fine, but that surely has no application to 
anything that you consider to be a necessity? 

Yes, it does. Gasoline can be replaced by horses. 

Oh well, we must stick to our definition if we say it 

is a necessity, that is one thing but if you say it has 
become not a necessity that is another thing? 

There is nothing that is not replaceable; that is the 
very fundamental nature of value; when we talk about a 
thing being irreplaceable, we are only dealing with two 
or three things in the world. We cannot get along with=- 
out air and we cannot get along without water. We can 
change the food over quite a period. We can wear all 
sorts of different things, we can travel on foot 

wrapped up in gunny secks,or we can wear fancy shoes; 
there are all smrts of possible ways of doing the thing. 
There is almost nothing that is impossible to the human 
being except that he cannot get along without water and 
air and some kind of food. He can even go naked so far 
as clothes are concerned in certain places and the kind 
of clothes that he wears and how long he wears them may 
be a ee of the custom or the necessity of the area. 
The Eskimo gets along very nicely with a few suits of 
clothes in the course of a lifetime made from animals 
that he catches himself. We do not work on that principle. 
We want a thing. We consider some things necessities and 


we say they are necessities,,but they are not absolute 
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necessities. There ere transfers that can be made. 

Now we might say for in- 
etance: that copper is a necessity. Copper, although 
it is a neesssity perhaps for some things, can, at 
various prices, find substitutes. For instance silver 
is a better conductor of electricity than copper and if 
we had to have a conductor for very short areas we might 
use silver. On the other hand aluminum is a conductor 
of electricity. Now there is a replacement price be-= 
tween copper and cluminum. You perhaps have read that 
the Germans have torn down most of their copper lines 
and replaced their transmission lines with aluminun. 
That is possible. It is possible in the United States 
tut at one point. do those two products exchange; when 
does one become absolutely essential and the other not 
essential? «As far as sables are concerned, electric 
cables, when aluminum is worth 24 cents a pound and with 
copper at 14 cents a pound, the two of them are identical 
in value so far as cables are concerned. Now there are 
no goods that can be classed as such indispensable things 
that they are not subject to the laws of replacement by 
sonething else. 

If the price of gasoline 
went. to a prohibitive figure there is always the pos- 
SLbility of making. it out of coal, even now, we can 
make gasoline out of coal for probably 12 to 14 cents a 
gallon if there was enough business for it in sAlberta 
and I understand there is plenty of coal in 4lberta. 

Now if it were necessary we could ccnvert our trucks 


so that if we did not want to make gasoline out of coal 
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10 
we could do the other thing, we could burn coal 
directly and produce gas and use gas in our automo- 
biles. Certain types of heavy trucks, if you go to 
ingland, you can see it’ done. It struck me funny the 
first time I saw it, to see a truck drive up along 
Side the curb and the driver get out and go and stoke 
some more coal in the front end of it. It is done and 
it is possible. It is done there because coal in 
colipetition with gasoline is more economical on certain 
types cf heavy trucks. Most of those are at least five 
tons, when they go into trat business, but there is 
in everything the pcssibility of substitution and we 
cannot lose sight of the fact that although the prices 
seen to be determined by this thing called greed for 
profit, or greed for business, that every other person 
in every other business is alse greedy for profit and by 
reason of that fact there is always the possibility of 
substitution at price. 


en 
Yes, now that being so, is not all you say a Negation 


Q 
of that which IL thought was now well accepted by 
economists everywhere, that everything, where it is known 
as in the public utility field, the public have required 
protection by the State, where all of those things you 


speak of have full and free reign. . 


= 
— 


In the public utility field it is almost always monopoly. /\ 


Py Oh, surely? . 
A In the United States there is practically nothing in the 


public utility field that is not a monopoly. 


Q A monopoly? 
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A Absolutely. Our telephone companies are a monopoly 
and therefore have to be regulated. Our gas companies 

) are a monopoly and are regulated. 

a Yes. 

A Our electric power companies are monoprlies and are 
consequently regulated; practically all our public 
utility regulation is on monopolies and when they be- 
come moncpolies they must be regulated. 

a | You might add milk in New York, may you not? 

4 ilk in New York is not a monopoly, that is another 
reason. 

A) ie ve teegulated? 

A It is regulated for one purpose and that is to return to 

the producer of the milk that which will keep up the 
supply. 

Q Well now accepting that, I am certainly astonished to 
hear you say that, but I do not propose to question it. 
My reading of the Supreme Court decisions in the United 
States would lead me to think that there are more things 
than monopolies which were subject to regulation in your 

country? 

A | Not as public utility regulations. Of course it depends 


on what you consider public utility regulation. I grant 
| you since 1983 that the agricultural experiment has re- 
| sulted in quite a number of price fixing situations and 
that while that could not have been contempleted prior 
to 194, it exists asa fact; now. Those. however are not 
; usually regarded as public utilities. 
Q, Yes. well now let us assume that there is nothing except 


monopolies that are governed by the public utility 
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/ mechanism today; if what you have enunciated as applying 

to competition were te be taken as a hold on the 

monopoly, how cquld that arise, free competition, will 

allow capital to flow wherever there are great profits, 

how could there be monopolies? 

A Very, very easily; in fact if IL wanted to create a monop- 
oly all I would do would be to create the most vicious 
type of competition and I would get a monopoly. 


Q Exactly, exactly so, and then is it not right to say 


} 


| 
perhaps that the consuming public should have something | 


tO say about whether or not they will find themselves in|] 
that spot? | 
: lL would say very definitely they should. That is what I 
| said, wherever 8 situation exists in which there is a 
| monopoly, that is one of my fundamental tenets on this, 
| that if there is a monopoly or athrext of a monopoly, 
that the public is interested. That is fundamental to 
\ all of the statements which IL have made. | 
Well now how can the public be guarded against that un- 
fortunate state of affairs, they cannot be before it 
becomes attacked, unless they have some say in the 
control? 
ra It seems to me they dn have some say in the control and 

| the other thing is this, that if that condition existe 

or is likely to exist, that there certainly must be Bune) 
one in the Government intelligent enough to recognize 


that fact and bring it to the attention of the powers 


that be. 


Yes, so then as I understand you, doctor, and I am ex- 


ploring this for education and not to disagree with you 
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nor yet to agree at this stage, but there are three 
times when the Government may properly intervene in 
your view; the one, when there is great scarcity, one 
Which may lead to the public being held up; (2) where 
there is great plenty which may lead to the demoral= 
ization of the industry anc (3) when there is a likeli- 
hoed of monopoly, are there any others? 

Yes, and (4) when there is collusion. 

That is to say when eveming competition is not actual 
competition? 

Yes. 

All right, we are down then to those four? 

Yes« 

I think I am quite clegr on your views, Doctcr, about 
this, and now just something quite foreign to this and 
quite within the field of competition, fiee and un- 
restricted, and while it is present to my mind may I 
ask you, you as a marketing expert have of course con+ 
cerned yourself with the subject of transportation? 
Yese 

Po you share the view of Mr. LeSueur that it would ve 
good, prudent business from the standpoint of a market~ 
er, to build a pipeline from Calgary to Regina at this 
tine? 

Really I do not have enough facts to justify having an 
opinion on that subject. 

You have no opinion as to that? 

NO o 

MRe FRAWLEY: Now, Dr. Frey, you Llist~- 


ened this morning to a very complete discussion which 
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14 
we had on dealer nargins? 

re Yes. 

Q You Listened to what happened yesterday, would you like 
to have a breuk? 

di I think it would be better if I might. 
THE CHATRWAN: NGS, OCtOr se! amveorry, 


we forgot you. We will take a short adjournment now. 


(An adjournment of ten minutes wes here taken) 
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Just before: you, proceed, Mr., Frawley....arising, out of the 
discussion we Hever just) Wade Dr rey... as, L.under stant) you, 
the principle governing your differentials between different 
types of products such as Ethyl and "Q" and Srd structure, 
is the drainage to the lower-priced products if the 

C1 Trenen thaws jare moo arilde? 

MeO NMoLr é 

(MouGitnthink that we are 214 clear on that. Tl (hope aa, 
upon the foundation for Government interference which you 
have just set forth. But in, turning from these general 
principles to the actual situation that we must report on in 
a given province, at has been suggested to.us,in evidemce 
that the mmpetition in 3rd strueture is very real and that 
the competition with respect to "9" brand and Ethyl is more 
fencipul’ thanywreslest Thateis to.eay, not. that, thereyia 
coliusion invany sense of importing. fraud, but, that the Brice 


Cte rt ame 


leader will) be followed regardless. .Now, if..that is go 


do rok alec that aere might,not be a) further, ease, for 
proper Government intervention in that the public should i 
not have to pay a price that is too high while waiting for | 
the. forcestio€ whatiwe might. term the. rule, of drainage to 
impress upom the price deaders: that. there, should be a 
reduction in the higher priced products. What is your view 
about that? 

Well, the first thing that I would like to be clear about is 
that there is) competition in the regular structure and in 
ithyl and that although it may seem that there is more 
competition in 6rd than there is in the other tw, that there 


nevertheless is competition in the two better products 


Yes? 
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And the competition exists, not only as between various 
people who are endeavouring to sell those products, 
manufacturing and selling them, -but also by reason of the 
differential between those products. 

Now, I understand the type of competition perfectly that 
arises from active competition in 3rd structure. That is to 
say if it gets low enough it will attract to itself buyers 
who would otherwise be buying higher priced products? 

Page Sir. | 

it has that effect, I can follow that perfectly. 

yes. 

But assuming for the moment that we should be inclined - 
and I do not say that we ever will be - but that we should 
ve inclined to accept the view that there are only two 

who are presently concerned with Ethyl in a large way, with 
Ethyl and "Q" brand sales, the Imperial and the British 
American, and that the British «merican will put in force 
precisely whatever price the Imperial does. Would you say 
that the public are amply protected by the rule of drainage? 
First, let us say that the large company, whether it is one 
or two or three or four, the company that has a substantial 
position in the market and makes a change in the price, 
that if that price movement is downward that the others, 
whether they want to or whether they don't, will have to 
follow. Now, if the price movement is upward they do not 
have to follow. They may say "No." The whole advantage 
is in a degrading sense, the possibility of degrading the 
price 18 much greater than to expect they all will follow 
on an up market. 

Yes? 


AS i said the other day, on Monday I think it was, that you 
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not only have to know as much as you would of the 

downward trend of follows of the market. You not only 
have to know that much but you must know a good deal more 
if you expect to advance because you cannot always, you 
cannot in most instances expect advance follows as closely 


ae 


as you will decrease follows. A decrease follow must 
come if a company is to protect its business. Now, there 
are two sides to that. Ve not only have the buying group to 
consider. We also have the selling group. It is almost 

as much of a question of whether the price move 

downward is punitive as an upward price movement is a 
profit getting on the buying side. But I will go this ic 
way. (1 will say that the general principles that I 

re Lee vefore, that if the price is sm high and so 
clearly high that the public should be protected from that 
high price, whether it is on ‘one, two or “three or pair a 
dozen products, that the public has an interest and that 


public interest to me could logically be expressed by 


the State. 
fren Af 


was or was not too high in the sense of the person who 


was interested in knowing whether the time had come for 

the State to intervene or not? 

The first. “hing Il should have to consider is Ahexprerit 
position of the companies. 

Yes? 

And the next thing that I would have to do is to make 
ecmparison between prices in various places and prices 
here, having in mind the difference in the cost of " 
produe tion, transportation differences, market differences; 


geographie differences, and in geographic differences 
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I would say one would have to consider the employment of 
land, the nature of the industry and type of s1Ameate, 
variations in the climate and all of the other factors 
that are geographic and effect economic considerations. 

I would not isolate any single group of factors in trying 
to arrive at a reasonable conclusion concerning the nature 
of the price structure. 

Yes. So that you would look to (1) the profit. position; 
(2) the prices prevailing elsewhere having regard to, 
always, of course, the differences at those«points which 
have a bearing on the price and at the points under 
consideration? 

Yes, Sir, and then you sec the next thing would be the 
Size of the market. The inherent risks af the industry 
and as soon as we would get into the question of inherent 
risks we would have to consider the locale and locale has 
a geographic complex and that geecgraphic complex consists 
Ofsall of the elements of geography as they impress: then- 
selyes.in the eeccupations and life and,ecohomics of the 
people. 

Yes? 

Just to say that one of these has greater weight than 
another is extremely, difficult and in a) final,analysis 

I would say that it involves a great deal of judgment 

as to the values to attach to the various elements which 
eonstitute the factors in this inter-play of prices. 

Now, in coming to the conclusions which you have as to 
this field ,..from the study you have made, of it «in the »time 
viol mews. had to dealiwith Lh, have you been able to bring 
all of those factors under review? 


I have brought them under as close review'as the time has 
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permitted. If I eould have studied this problem for a year 
I should have had a better idea of it than I have in the 
few months in which it has been close to my attention. 

I have, however, considered various factors in arriving 

at a conelusion and I have taken into consideration the 
size of the area in which the marketing is taking place; 
the transportation facilities; the railroad situation; 

the distance factors from the various markets; the state 
of highway development; the density of population; the 
relationship of city populations to country populations 
and a comparison of those with various areas that I know 
of in other parts of North America. I have considered 

the question of your climate and the nature of the land 
and something of the state of the development and the 
diversity of agriculture from one section to another. 

The frontier areas to the north and west of you. These 
are some of the things that 1 have been thinking about 

in trying to arrive at a conclusion concerning the nature 
of the marketing problem. 

Hud, OL Pourse, the other factor you mentioned Tirst , the 
profits of the companies? 

The profits of the companies. We have had a very limited 
Opportunity to examine the profits of all the companies, 
for, as Mr. Cottle has related; it has been impossible 

bO Make as careful anvanalysis of all of the companies 
operating as of the one particular company. Now, I also 
recognize that there ig a danger in that situation of 
generalizing too far ahout things on the experience of one 
company in particular detail and quite a number of other 


companies in lesser detail. Because a thing that might be 
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Dis 6 we, Bey. 
recommended for a specific company because of a peculiar 
set of circumstances might work unreasonable benefits for 
some and unreasonable harm to others, and I could not 
consistently advocate any radical changes of any kind, 
because there is %too much potential danger one way or the 


other, in taking an extreme position on a situation in 


. which the various factors are so delicately in adjustment. 


| 
| 


That is to say, you say it would be a wrong view to take 

the standard of, excellence. of the biggest company and’ say 
ali others should approximate to that or go out of business? 
(thinks id: would be very dangerous. Lt might destroy 
eompetition and I do not think it is desirable to destroy 
the competition because the ultimate result that we want bh 
is free competition. —— 
Yecy sored, ol interrupted vou, Doctor. You were saying 

that you had had a limited opportunity to study the 

profit situation? 

dust a limited opportunity, limited by the ability to get 

the figures and Mr. Vottle's figures are not in detail on 

Bat Compan 6S. 

Yes, so that you were not able to make a full and complete 
examination of the profit Situation to the extent that 
you would like to have done? 

io, Mir. I think there is much to be desired in that 
analysis. It is excellent as far as it goes and it is m 
fault of Mr. Cottle's I want to ada that, Gath as 
not more perfect. But it is the situation which he faced 
Ln Debio 6. Le ic resolve all of these profit and loss 


statements as perfectly as he did with that one company. 


MR. COMMISSIONER LIPSST?P: In considering the question of 
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procit, pr. Prey, shoulauowe Limit. one’s self to tne 
profits of the refining andyvmarketing only or in the case 
of the integrated company should you go back and get the 
whole profit picture, onthe profits derived. on the 

erude o11 itself and the more indirect profits arising 
from being able to get drilling contracts and secure 
Supplies of crude ofl by reason on navineg a refinery, 

And profits also such as competition from the means of 
transportation where you get profit from your competitors 
as well in the pipe line. Should all that come into the 
Dic ture? 

They cannot escape coming into the picture in any thoroughly 
realistic approach. The integrated company is not 
eoneerned only with one type of operations but it is 
concerned with the entire operations. The method used, 

and lam partiy responsibie Dor Some of those apnreaches 
that were used by Mr. SOutlies were clearly arbitrary. 

To distinguish between marketing and refining ina 
marketing and refining company or to distinguish between 
the producing, refining and marketing in an oil company 
that is engaged in that activity, to set up partitions 

is only for the purpose of convenience in dealing with 

that part which each division seems to play as compared 
with the operations of other companies who are ina 

similar degree integrated. Bitip qui teaelearly Vine wpror in 
position of the integrated company is as to its over-all 
operations and it sets up for its convenience, to establish 
indices of performance, if nothing else, various cost 
accounting systems of various parts of its activity in 
order that it might find ways of operating moet economically 


and most profitably. If it did not have those indices of 
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operation it would be more or less like most of the 
filling station people who do not know from one week-enl 
to the other what they are actually doing. In Allen 
County, Indiana, I conducted a survey of filling station 
operations. I got out a questionnaire and sent two men 
into the area. There were over’ 400 filling stations in 
Allen County, Indiana, that is the county in which ‘Fort 
Wayne is located. I told my men "You go in there und peddle 
these questionnaires first and then you tell them tmt 
you aré going to come around and talk with them and if 
they cannot fill out this questionnaire, because they 

have not been keeping books in that way, you tell them 
tories out all ofr their’ Ditis and everything that’ they 
paLld"out, end any indication vor anything’ they paid’ cut or 
anything they received, and you stay there long enough to 
reconstruct every account in that county that you can get 
they facts.” So my men went there and started to get 
these facts of filling station operation ‘and they re- 
constructed the books, or rather they set up’ books for 
everybody that had enough information to make it possible, 
and out of something like 400 filling stations in that 
county we were able to build Up a Pecord “for about T60°or 
them. That is about as much as filling station people 
know about their business and that is the position that 
the other o1] companies would be in if they did not set up 
accounting records and indices of performance. “But it is 
a purely artificial division for the purpose of judging 
the performance. 

Now, the question of competition which you did deal with, 
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Die oe We Prey. 
i stippe sen do £ethewrerineny vat Reueis having gone out of 
business and the Bell refinery having gone out of 
business, was there any competition then that you know of 
except this possibility of drainage from the "Q" to the 
ord structure? 
I have not made very much of an effort to go back into the 
history of competition here. I haverfound it very difficult 
to do it at home, and the example I cited you in which 
I discussed the development of competition in New England 
and New York happened to fall into my lap by reason of the 
fact that the Standard Oil Company of New York andthe 
Vacuum Oil Company wanted to merge and they asked the 
Department of Justice whether the Dewrtment of Justice 
would approve. The Department of Justice told them that 
they were not in the position to approve or disapprove. 
These companies formerly having been parts of the Oil 
Trust had been dissolved by the 8th Federal District of 
Missouri. Consequently, it was up to that Court to 
determine whether they were in violation of the Court 
Order \ifitheyen reed.' oThea,upshot,cof) it, was) tha te the » two 
companies announced an intention to consolidate. The 
Federal Government brought suit against them and in the 
process of bringing out the evidence of the nature of 
these two companies with respect to New England and New 
York, the facts which I recited came to light. I know of 
no other State in the United States, and I thought in 
consequence it probably would be almost as difficult to 
trace the development of competition here, company by 
company and year by year;rover any, longi period, and I 


did not greatly go into the details that I should like 


to have had or appeared: to be profitable to do so. 
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DP etdan i. Frey. 
I will have to consequently admit that my conception 
of competition dates back only a few years, principally 
to the development of Turner Valley. That was a period 
OUI tEPCesOTuLours years: 
Then really the development of Turner Valley, is really, 
whatever competition is there is really competition as to 
Crude of) Cia a nob (it any. Or rdoeso? theo feny spur thers 
There is competition as between crude and there is also 
competition as between products. It was Dr. Brown who 
established "the theory of the Turner Valley price being 
established by competition with other crudes:”. E maintain 
that there is also competition with products and the 
very fact that we have Montana products coming in here, 
Deine hauled inv prom *the south, indicates’ thay ghere is 
competition between Montana and Alberta in products. 
Is that truco competition, if we accept the evidence 
that 1S Defore s,7 that) thet .is only brovugnt tate seoM 
in this Province at an actual loss by the company that 
is doing it. Would you consider that real competition 
when it is done at a loss and when the products are sold 
at the price that strictly follows the price of the 
eompanics relining in the Province? 
That is a marketing loss and I was not thinking just of 
wie sexes Ul Company.to which you rerer. But I was 
thinking ol haulers Like..Trimble and other hanlers, farm 
haulers in tthe south.. I understand that there is hauling 
as far north as Calgary from Montana. 
You think that it shows clearly in the south where by 
reason of operations of men like Mr. Trimble the price 


of the Calgary nefinery products have to be reduced in 


that southern area? 
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Dis ee Na. Bey. 
a Yes oi) nia toine evidence sdiven 
that the Coutts price was half a cent under Calgary 
indicates quite definitely that there is competi tion 
from Montana in the southern part of the Province. 
A) PO [ar as ihe! rest or vine Province is concerned that 
in no way controls, apparently, or affects the price, 
COCs 11, Having Peeard vo the Texas Company's experiences 
A AS far as the Texas Gompany is concerned I am not ¢on- 
eerned about their operations as much as I am about the 
operations of those who cperate on a differential and 
the effect which they have ereated in southern Alberta 


has an effect on the total structure. 


(Page 14,796 follows.) 
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Q T want to just ask you one or two questions on that differential 
point also? 

A Yeso 


Q I gathered, if I got yeu correctly, that the competition there 
is and the only competition I gather in your view, is the 
dreinage from the "&" or Ethyl towards the third structure 
if the differential is too great? 

A liell I perhaps should explain what I mean by the differcntial 
seller. I mean one who sells at a lower price level than is 
common to the general marketing group, especially those who 
follow conventional practices, that is to say tna ne 
Imperial opezation is quite conventional; it represents 
the pattern of doing things; that pattern is not followed 
by all marketers, Those who use short cuts of one type or 
enother ere Sometimes calied "price-cutters"™ but I prefer 


to call them by e more polite name "differential marketers"sf/ 
PY 


7 


Now there are differential warketers and they are very 
competitive in third structure. How competitive they are 
in regular I am not prepared to say but they exert an 
influenee on regular because of the fact that the differential 
$5 Ont of ine. 

Q Yes. I think however, as I took you up, so far as the 
standard brand is concerned, that the real competition that 
you suggest is that drainaze to the Third Structure if 
they get the price of the "Q" too much ahead of it? 

A Let me see, L am not quite sure that -I have conveyed my 
idea but this is what I mean, that if the differantial 
betwean regular and third becomes too wide, that the 
umbrella created by that differential is so large that it 


gives a grand opportunity for those who engage in differential 
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solling, the differential, in view of the fact that in 
the ultimate analysis, constitutes the level at which the 
next price will be established, that is the next price 
above the bottom; that fact creates the top of the 
marke te The major marketors, - and I am putting that in 
the plurel advisedly, - set the umbrella for all of thoso 
who try to do business at the differential and the wider 
the margin and the wider the differential the greater the 
covering under which the differential operator has to work; 
just as in filling stations, the wider the margin in filling 
stations, the more opportunity for those who engage in one 
type or another of cut-price competition. The major 
marketers can only set the price at which all gasoline 
moves until the price gets down to a drive-out level but 
when things are working more or less in optimum, the major 
marketers are only in a position to establish the cost 
beyond which the prices cannot goe They cennot establish 
the price for all transactions below thate } 

Q Well now if you get this type of picture from the result 
of all the evidence, I mean the possibility of this type 
of picture, namely that in this third structure the price 
is so set that either anybody handling that prope:ty can 
only just break even or approximately even, but that one 
set of companies, in addition to that product, have the 
first and second grade structure, that is the #thyl and the "Q" 
in connection with Which there can be a reasonably substantial 
profit mado, is not the position of those companies who are 
mnaufacturing the three preducts so strong that they ¢an at 
any time create a monopoly by driving out the companies 


engaged only in the manufacture of the third structure, 
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if they give any trouble, or create any real competition? 

TI think you are rather taking the odd point of view on the 
operation of companies, but looking at it as to what, as 

to what potentialities they have, I cannot help but admit 
that differentials or prices might be so narrow 4s to 
constitute a punitive action on the part of the companies 
best able to lead the prices down. 

I would just like tc guard anybody from thinking that 1 
expressed any point of view, Doctor? 

I: s666 

But assuming for the moment that circumstances are that the 
major companies might be able to drive these manufacturers 
of the Third Structure out of business if they wished, would 
that be a type of monopoly or a risk of such a type of 
monopoly that you think the Government, as representing the 
community, might become ihterested in investigating and 
possibly regulating? 

I should say that one of the criteria as to whether 

such a type of thing were taking place would be the very 
Violent changes in price structure; if for instance, to 
be specific, the Imperial Oil Company had yesterday, I 
think it was yesterday they changed tne price, had. they 
changed the price @ cents on one and 3 cents on the other, 
I think that they certainly would be open to very serious 
criticism and should be required to tell Why they did it. 

I cannot coneeive of violent price changes --- 

MR. FRAWLEY: Tell whom, Dr. Frey? 

The Government. 

Whom should they be required to tell? 


The Government. I presume there is suech.q thing as the 
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Government, that it is not a pure abstraction and that 

there is a Ministry, so that I should say it would be 
perfectly legitimate and I would say that the Minister, 
Whatever one was involved, would be very callous of its 
responsibility if it passed up such a terrific price 

change as I have just suggested, without inquiry. 

MR. NOLAN: On the first two brands, you 
mean those changes, on wthyl and Three Star? 

YeSe 

MR. FRAWLEY: But at whose interest, whose 
best interests in mind would the Government be concerned, 
with the Imperial Oil reducing the price? 

To prevent monopoly. 

MAJOR LIPSETT: Well Dr. Frey, just to go 
on, that general picture you gave would presuppose that 

the Government had some representative or some board or 
something that was alive to matters of that kind and 

prepared to intervene in some way, either by friendly 

advise or if that was not accepted, by some satisfactory 
power, would it not? 

I would naturally assume that the Government would be alive 
and the other thing is I would naturally assume that there 
are just as many voices in Alberta under such a circumstance 
as there would be in the United States. fhe volume of mail 
which I have to deal with in the course of weeks, in a week, 
is a pretty strong indication to me that our penple are 

vocal and I would assume that that same situation exists 

in Alberta and that the Government would be just as 
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a It might in fact be presumably in the interest of a 
company thet was carrying on a legitimate business 
and carrying it on well in the Province that some 
representative of the Government who would listen to 
complaints could see and be satisfied that there was 
no Cause Tor it, on the other hand? 
A Yes Sir. As a matter of fact with’ certain things that 
have happened to us there hes been no question on the 
part of the people making complaints, “Is there some 
particular division of this Government thet registers 
sucn 2 complaint?” No they write to the «residents I 
Hheve Written Humdreds and hundreds or letters Tor the 
Preeiqernt Ss sienevure. “her Presicent (ust passes them 


OV OF COUESS. 


2 


yoo. 

A I assume likewise that there is some head of Government 
Here-who is similarily in a position in the province to 
the President of the United States in our nation. J can 
assure you that our public is not at all backward about 

writing the President of the United States. 

MR. PLOTKINS: Dr. Frey what would you do 
under a condition where the Government of the day took 
the view thet as long’as it wes a price drop no matter 
what the consequences from a political standpoint it 
would not be wise to interfere ere tala disregard the 
eptech of au? 


Mr. Plotkins, please do not insist on an answer to that 


> 


beceuse it involves e question of diplomatic relations 
Withowiawch bco not went. to become Involved, 
_ MR. CAMPBELL: May Ll ask one question My 


Tord. if L dc hot meke This question clear will you, please 
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ask me to illustrete it. Teking any industry or 

eny stage in industry, the part at which one man 

Or One corporation fells and another survives depends 

upon where the ce between the cost of thet part- 
icular man or corporation is as to the difference be- 
tween the gspreed in thet particular stage of the industry. 
In other words if one mans cost was a dollar of produc- 
ing @ barrel of erude oll and he sold it for 41,30 and 

the other mens cost was 70¢ and he sold it for $1.00, the 
one man would survive and the other would fall. The other 


man would go out of business. 


A yee 1 think IT see whet you mean, 
Q From an economic point of view purely? 
A Yvs success in maintaining oneself in a competitive position 


depends upon preventing your costs from rising to the point 
where your margins ere absorbed, 

Q Yes. 

Ls I think thet is it, 

Q Now then the other question. I teke it from all you have 
said that whatever action may be taken, arbitrarily or other- 
wise, thet whet is done to, sven if you start to eliminate 
£5% of the stations and thet is what is visible on the one 
hand, a decrease visible on the one hand is invisibly off- 
set on the other hand,. | 

A There are always re-actions all of which are not calculable, 
It is entirely possible for instance, that you might say that 
in filling stations there are too many. J heave made that 
statement thet a smaller number could carry the load but 
through our depression I happened to be in charge of that 
particular phase of things and I was faced with the problem 
.: what move the Government make with respect to approxim- 


ately G@o0,000 outlets, 1. hed some offsetting factors to 
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deal with. Of course we could say there were too many 
emgaged in that line of endeavor and that many of them 
were ill-advised to go into it. But they were there and 
the properties had been improved and I recognized that 

if we made an effort to liquidate a lerge number of fill- 
ing stations thet we would produce two results that we 
could not exactly measure but which we could see qualitat- 
ively and one wes we would throw men and equipment out of 
employment and have @ Turther deprecieting effect on the 
land and improvement values, and not only in land but other 
velues. JI also appreciated we would throw people out of 
employment and in view of the fact thet 350,000 filling 
stetions or there abouts meant approximately one million 
and @ quarter people, we might do a very sizeable damage. 
Supposing thet you say 25% too much. Well 25% of a million 
and a quarter is a large number of people. we were already 
burdened with a large amount of unemployment. So thet under 
the circumstances it was very doubtful whether thet was the 
time. to force liquidation. Iwill say we definitely came 
to the conclusion that an attempt to force liquidation under 
such ‘circumstances would be ill-advised in the general in- 
terests. 

Q In the generel interests as a whole it practically balances. 
Now in view of thet would you ea erent now some form of 
cooperation where there would be sOme maximum spreads thet 
would sallow free competition. Is thet not Paaeen the thing 
Lufe yO Rays in mind? 

A No ie6o not Think tear is quite sco. I say thet under the 
present System that unless there is an acute shortage or 
an acute over supply or an attempt at collusion or a 


monopoly situation thet there is an optimum under which 


| 
competition can work effectively. | | 
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Q That is a point you raised by cooperating between 
industry and the Government? 

A That is I think the metnod of dealing with the industrial 
problem and with the problem of cooperation, ss difficult 
as it may be to figure out a method by which it can be 
accomplished. But it seems to be more effective than 

mandatory legislation which always produces adjustments 
that are not anticipated. 


Then on that point just state the case thet I asked as 


D 


a member of the price spreads Boerd. Supposing that all 
conditions as they are todey and the spreads as they are 
now today would be considered fair end reasonable and the 
industry would say to the Government, "Now this is what 

we believe fair and reesonable." The Government would say 
to the industry "We do not want you to increase that spread 
until you can come back and juctify the reason for the in- 
erease and if you do 1tj will b6é granted." Surely that is 

a protection for the puolie whet the public knows there tea 
e Board exercising that function? 

A 1 have a birder in my office that is very interesting. It 
hes woets On 1ttP Saileventound material on ity at iss 
very slick device. Most of them heve a screw on the end 
but mine hes e pressure plate and I can press thet down and 
to any place and nothing can bine Now 

Q Whet I am coming 4% mow is if I say to the industry today, 
"vou come back," and the public know that they have to come 
beck to the Government to justify an increase, does not that 
relieve the minds of the people who think they are being 
over charged, whether they are justified in doing so or not? 

fj 
A It might, As I understand it thet is one of the half-wey 1 


i 
problems that Mr. Frawley has suggested. L/| 
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MR. FRAWLEY: I do not want to be facetious 
et all but iM carrying out the anology of your pressure 
plate, they go down but they do not come up. And if Mr. 
Halverson hed said yesterday morning thet he would put the 
price down S¢ instead of lg it would be no use going to the 
Government beceuse we could never get it up egain. It is 
down and it steys down? 

A Whet I was thinking ebout in the pressure plate is that if 
there were such a situation then there would be less opport- 
unity to experiment on trial reductions. If they had to stick 
Sieune point bo which they were reduced then it would spoil 
experimentation and I think thet one should allow enough 
latitude to try experimentel downward movements. 

Q You mern Mr. Halverson may come to the 3¢ but he is just 
STi Lo tersiy. 

MR. CAMPBELL: +het is why I used the word 


"Meximum"™, it did allow for all of the free competition 


Which Gite erie in normal Limes. 


A Providing it doesn't go beyond that. 
a) Thet is the maximum, and allowing them to go just as low 


as they would normally in the ordinary course of business. 


A You know, in titeory it sounds very good but I do not. know 
thet I am prepared right. to sey, " Yes" or “No" to the 
application, JI would rather think about that a little bit. 
TH CHAIRMAN: Overnight? 

At Least overnight. | 

a) MR. FPRAWLAY: You just do not 
condemn it out of hand ? 

A Om no, io meya pee i it rieht.. 

Q "HE CHAIRMAN : £s a matter of fact when we 


rose lest night you were going to concider in whet weys the 


Government could be of nelp to the, industry. 
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A Yes. 
THE CHATRMAN: Well, take another night. 
We will adjourn now, 


(The Inquiry was here adjourned to be resumed at 10,00A.M. 


ertober 27th). 
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